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10:3L &. M. Session, 
2nd. November, 1939. 


MR. FRAWLEY: Mr. Campbells 
WALTHR STEPHEN SAMPBELL, having 


been first duly swernj examined by Mr. Frawley, said: 

Mek. FRAWLEY! Before Mr. Cempbell proceeds, 
I want to file two Exhibits which Mr. Campbell may want to 
refer to in his ovidence, one furnished by my friend, 

Mr. Nolan, showing the laid duvn cost of crude at the Sarnia 
Refinery of Imperiel. 


(STATsMLNT PRODUCED HERB 
MARKED aS BXHIBIT "673". ) 


MR. FRAWLAY: The svidence shows that 
the cost of Lowden crude, that is the Lowden, Illinois, 
crude on the first of September, 1939, the leid down cost 


at Sarnia in fanedian funds was 1.57, {1.3731. 


THR CHALRMAN: Nov that is Illinois crude? 
MR. FRAULEY: That is Illinois crude at 


Sarnia, that is as of the lst of September, 1949, in Ganadian 
funds, the laid down cost, and on the 27th of October, 1939 -- 
THE CHAIRMAN: | This #xhibit refers to 
Tllinois crude? 

Mae PRL LBY:3 Both crudes, the Mid-Continent 
crude, and I°’will give you that in a moment, but it shows the 
leid down cost of the Ellinois crude in Sarnia 1.3731 and it 
shows on the 27th of October that that was ,1.52 and you will 
remeriber that Mr. Lesueur or Mr. MeGrath, I think 
Mr. Lesueur, told us they were running now 70% Illinois crude 
at Sarnia. the other 25% being Mid-Continent, so we have the 


Mid-Continent prices, the first of September {1.63 and now 
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Now the next Hxhibit is 
one furnished me by my friend, Mr. Harvie; showing the 


British American laid down cost of Montreal and Toronto 


refineries. 

MAJOR LIPSRTT?T: The cost of crude? 

MR. FRAWLEY: The cost of crude. 
(STATEMANT PRODUCED HERE 
MARKED AS BXHIBIT "674", | 

MR. FRAVLSY: And that shows that the 


British Amerieen laid down cust fcr the Montreal refinery, 
the same crude of course, the Hast Texas crude, I do not 
mean the same es Imperial'ts, but I mean they use the same 
crude in each refinery end at Montreal it was %1.59 and 
sines the war 1.87; at Toronto it was 61.88 and as now 
Dee! s 

Mie FRAWLEY: Now Mr. Campbell, you are 


a director of Anglo-Ganadien Oils Limited? 


Yes. 
THE CHAIRMAN: You said the "same crude"? 
MR. FRAWLEY: I seid the same crude, il 


meant the East Texas crude at Montreal and Toronto for 
British American. IT should net have used the word "same", 


it sounded as thougn I was referring to the Imperial Exhibit. 


THE CHALRMAN: I Se@6e 
MR. FRAWLEY: You are in addition to being 


a director of Anglo-Canedian Oils, you are generally interested 
in the development of oil in Alberta? 

Yes, 

And you have made some particular study of the feasibility of 


a pipese-line cestward from the Turner Velley field across 
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Canada? 

Yese 

And would you now make such stetements as you eare to make 
about the feasibility'of pipe-Lines to the Commission? 
Yese I do not wish, Mr. Chairman, to appear here in the 
interests of Anglo-Ssnadian or any other oil company. I 
am apvearing here purely as an individual, making a study 
of pipe-lines, which I believe is essential to the future 
of the pipe-line Industry; af 1 May Very shortly 2p 
perhaps 3O minutes, if I may have that time, simply tell 
tho story from the timo the ides was conceived of the 
building of the pipe-line to the point of where it stands 
today and what is hoped for in the very near future. 

When the idea was first 
coneeived of the building of a pipe-line of sufficient 
capacity for the requirements of Canada in the future or 
a portion of that recuirement, from Vancouver on the Facific 
Coast to Fort 4rthur on the Great Lakes, it became evident 
at once thet there were many, many factors and parties that 
would have to be consulted during its construction and 
ecmpletion. 

With that tha ght in mind 
and just perhaps there I might point out the parties that 
we thought would be deeply interested in the project, namely 
tho Dominion Government, the Provineisl Governments, through woich 
the lines would pass, the refineries, producers and transport~ 
ation pet eaci as, both pipe-line and water. With that thought 
in mind the Honourable Mr. Tanner and myself made several 
trips to Ottewa, prior to the delegation going overseas, 


stopping st Thicago end looking into the Illinois situation 
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en route, which at that time was ina very chaotic condition 
and is in somewhat the same condition today. 

In discussing the matter 
first with the Fuel Committee of the Dominiun Government, 
on Several occasions, it was pointed out to them that we 
belisved this work to be one to the general advantege of all 
Ganada and should be considered as such, We felt thet the 
Line should bc a common carrier; that the company vperating 
the Linc should have a Federal Charter and a Foderal Franchise 
with some oxcLlusive features; the Board, the operating 
Board, should be under tho control of the Federal Government 
and that Ge Lee should be set by the Transport Board of 
Canadae It was discussed too that the provinces through which 
the pipe-lLine ran should be interviewed, that is the represent- 
atives of those provinces, should be consulted rather fron 
tho point of view of taxation so that thero would be nothing 
there which would impair the financing of this project. 

It was suggested that perhaps 
the Government, the Dominion Government and the rrovincial 
Governments should assist in securing right-of-ways und 
assuring markets during the amortization of the pipe-line. 

Yext it was agreed that the 
Cil should compete on ‘ competitive basis in the Ontario or 
Other Canadian narkets. 

(9) It was suggestod that 
the Provincial and Dominion Governments or I should say 
perhaps the Serna of Alberta and the Dominion Government, 
might be asked to participate by way of an investment, a 
Small investment or some form of guarantse. 


‘t was brought out at the 
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S. Campbell 


second conference that the cuestion of oil supply might 
enter into it and as a result of those discussions a letter 
ur Wird was secured, which is an ixhibit here from the vice- 
presidont of the Imporial Oil Company, that they would, in 
effect I think is the word of it, that they would in effect 
supply all the oil thet their wells, or wells undor 
their control, could efficiently and consistently produce. 
THR CHALRMAN: You are now referring to 
Exhibit, let us get that correctly, Mr. Frawley. 

Mie FRAVLEY: xhibit "669" and the Letter 
pomuoit)"6'70". 

Wes, L think that is the Exhibit. 

MR. FRAWLEY: The telegram is Hxhibit 
"690", the telegram of the 27th of March, 1939, to Mr. Tanner 
from Mr, LeSsueur? 

Yes, that is Mareh? 

wee, thie 27th of March, 1959 and it isi:eigned) "Imperial OL 
Limited" but it is from Mr. LeSueur because his letter 
confirms it? 

Pieimieht be wWoll. at this point to just point ‘out that at was 
made clear at Ottawa, as well as in London, that there was 
to be no promotion for anyone in the project. Theres were 


to be no profits on prrehases and that the --- 


Mik, FRALEY: -pburehases cf materiel you 
mean? 

Yese 

The pipe? 


Yes, and that the rates of intorost weuld have to be very, 
very low if wo oxpected to compete on a competitive basis 


in the Provineo of Onterioe 
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Following that the oil 
dologation composed of the Honourable Mri Tantér; Doctor 
Ge S. Hume, Mr. Knode and myself, proceeded to London, 
stopping at Ottawe en route; that is Mr. Tanner and myself 
stopped at Ottawa en route and received lotters of intro- 
duction there which were presentcad to the Honourable Mr. Massey 
in London. Mr. Massey was kind enough to provide us with 
hes iquarters and a staff at Canada House for some five or six 


> 


weekse All the appointments were mde throush the Chief Trade 
Commissioner, Mr. Hudd, Mr. Frederick Hudd, the chief Canadian 
Trado Commissioner. Records vere kept of all the meetings 
which were attendede I think some 40 in number, mostly 
helic in Canada House. “here those meetinzs were at the 
Admiralty or the Air Foree or with any other interests, 
records were kept of the questions asked and the answers 
ZSiven.e 

ia endeavored, we took with 
us I should say, ell the information in maps and reports that 
were availible at the time we left end gsve to those interestod 
in development here and those who mixzht be interested in the 
futurs, a1] the information that ve thou,ht could be conservat- 
ively given at thet time and I may say just there, with 
credit to the other members of the delegation, that the 
advisor to the Admiralty, Dr. Lepper, pointed out that the 
reports presented were, in his opinion, the finest reports 
that he hed ever seen and I will Geel with his observetions 
on them a Little later. 

I may say I have no written 
presentation. I heave not been home for zlmost three weeks, 


so I just made sone notes. 
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Wwe met many financial 
groups in Sritain interested in this project but in many 
casos the project wes too large fcr them. Finally we 
met a group of gentlemon interested in various British 
Trusts and we presented for their consideration the 
estimated costs prepared by Dr. BZoatright and Dr. Gill 
and costs which were received from Americcn Compznies in 
connection with the cost uf the pipe-lLine. Those reports 
were checked over by Dr. Lepper and br. +infold, Mr. Craig 
and other engineers associated with the British groupe 

We spent, as I say, some 
five or six weeks and seiled for Cansda in the latter part 
of May, the last week of May and we met the British group 
in Wew York and went from there to Ottswea where we spent 
in that vicinity soue five or six weeks, during which time 
We gathered up information at Montreel, Toronto and Ottawa 
regarding the right-of-ways, power lines, water transportation 
rates, conversion costs, costs vf communicetion by radio 
and by telegraph and ell infymmation incidental to the 
building of a pipe-lLine, tagether with the preparation of 
financial schemes of various kinds for presentation to and 
considoration of the Fuel Committee of the Dominion Cabinet, 

dust prior to leawing for 
the Wost there was a meeting called by the Government, the 
Deminion Government, of a11 the refiners in Ontario, represent- 
atives of sll the ref4neries in Ontario, the members of tho 
British delegation, the offieials of the warious departments 
interested and their assistants, Colonel Ralston, solicitor 


for the British Greup and myself. 
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Ve Se Campbell 


After a prolonged 
discussion it was agresd by all the refiners in Ontario 
that they would process Turner Valley oil or Westorn 
Canadian Oil providing they were landed there at @ compet- 
itive cost. Discussion arose as to Whether those costs, 
if they should be based on the eguivalent values of the 
oil processed for the grevtost regovernble v luc or proecssea 
t the avalleble markot; that matter is now undor considoer- 
ation. 

Tt was agreod --- 

MR. FPRAWLBY: 3 wonder if that is perfectly 
Clear ebout what that distinction is between "processed for 
the greatost recoverable velue ™ or “processed to the available 
markets"? 

“@l1 processed to the greetest recoverable vilue would ba 
taking from the oils under modern processes, the most 

aluable products in the oils. 

Regardless of --- 

Regardless of the market hich has been built up since 
refining started in Canada to the present day. 

Yes? 

It was agreed that there were soae five or Six puints that 
Should be investigated and reports made. 

So those points were a 
rechecking of the reserves svailable .or that might be 
expected to be available in the near futuro; the markets, 

a survey of the market situation; a test of the values 
of those otls both for the greatest iecovereble vrlue and 
for he merket and.for their lubric®ting qualities, as 


compared with imported oils; a recheck of piPs-line costs, 
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W. S. Campbell 


number four, and the water trensportation costs, number 
five. 

It was agreed that, by all, 
that Dr. Granger Brown, should make the report on markets 


magetne Last of the oils. 


& THE CHAIRMAN: Who is he, Mr. Campbell? 
A Dr. George Granger Brown who was here and geve evidencyu. 

Q Oh, the »itness? 

yy Yous 

q MRe FRA VLIY He was the choice of this 


meeting cf the Lominion Cabinet, the Ontario Refiners and 
yourselves? 

v:) Yes, it was agreed thet he should make this report, chat ho 
wes honest and efficient and they wers agreed thet his report 
should be accepted or at lesst accepted for consideration. 
Dr. Katz, an associate of Dr. Brown, was working out an 
estimate of reserves, based on different forumlas than hereto- 
fore and thet is in the process now. 

Dr. Hill is preparing another 
report on the ecst of, just a tweive and three quarter inck 
line from Turner Valley to Port Arthur. 

We have the estimated cost 
of a 6 inch, 8 ineh and 10 inch now end also the cost on 
the lines to Vancouver but it was thought advisable that 
we have one separate report dealing only with a 12% ineh 
line. 

The water transportation 
Costs --+ 

q MAJOR LIPSETT: Thet 122 inch line, Mr. 


Campbell, was that considered the suitable line in the ond or 
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48 it just all under consideration still? 

y) No, we thought that thst was the Line and that the otls, 
reserves would have to be sufficient toe use that Lins fairly 
well Yo capacity in order to get rates low enough to cumpete 
in the Ontario market and heving a view to the future 
Consumption in Canada. 

Then the water transporte tic 
cost has been pretty well sottled. “eg have Letters from tho 
transportation companies fixing retes which may be lowor stili 
at the time that a contrect is entered into. 

Apart from the work of 
Dr. Brown, Drs Katz, Dr. Gill and Dr. soatright, these 
reports, Dre dnmscll and his stafc of Dominion Government 
officials, including Mr. Rosewarne, Dr. Hume, Mr. Moncur, 
the other gentlemen, I have forgotten their names now, 
in any case they ere preparing a report on all tne points 
end I understand fxom the correspondence received the last 
few days that that is pretty well completed and ready for 
consideration. They are weiting un Dr. Brown's report. 

Those reports when 

Completed will prosent pretty well the view of the British 
Groupe They heve their omn reports. The Frovineial 
Government here and the Dominion Government in Ottawa. 
Now may I just put in right there in connection with 
water transportation that it requires about 6 days to make 
GS Goancltrivny lothing na unloading, to Sarnia from Pert 
arthur; about 10 days complete return trip to Torontc; 
Ships carrying approx3imtely 50,000 barrels, making 50 
trips a year. 

It was thought when those 


reports were sgompleted, about the Leth of this: aonth or sone 
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We. S. Campbell’ 


time during the month, that there should be a meeting perhaps 
of the technical men first, tc. iron out some of the difforinces 
fhat no doubt will be in the reports and then later to have 

a meetings of all the interested parties for consideration ¢f 
the whole project. 

The thought which we had in 
mind in connection with the building of the Line was whether 
the line should be started before the reserves aro developed 
or whether it should be started while they are being developod, 
So long as we know that, we are fairly sure that, we have them, 
and to be completed so that the cil can be delivered as saon 
as 60,000 barrels per day is available, because it requiros 
at least 8 months to a year to convert grein boats to tankers 
on the creet Lekes, 

Q MAJOR LIPSETTs Mre Campbell, if it would 
not be interrupting you? 

4 NO» 

Q You mentioned 60,000 barrels, oan you tell us What the 
epproximate capacity in volume is of a 12% inch Lines? 

A Well at a thousand pound working pressure it would be 
approximately 60,000 barreis, at a thousand pounds working 
pressure. 

Q Were your figures besed on 60,000 barrels a day going inte 

| the Ontario market? 

4 No. Oyr figures are based on the delivery of 35,000 barrels 
a dayat Port Arthur, and I will give you those figures ---~ 

€ Do not let me interrupt you, Mr. Campbell? 

4 That is, then you might ask me and I will tell you just how 
that is made upe Now that, during the last week while I 


have been here, two weeks rether ---- 
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W.S.Gampbelli 
A Naturally there are some. I think Mr. Frawley should 
point out to the Commission that there are some points 
that to some extent are confidential in these letters and 

r wires, but f can give you the dates of them, and the contents, 
without, perhaps, mentioning the names of those parties, 
if that is agreeable. 

a) THE CHAIRMAN: ve have no interest in names go 
long aS we get the information, excepting in a case in 
Hoare a name is Such as to bring belief of any technical 
Or engineering knowledge. Short of that we have no interest 


in names at all. 


A Thank you. This wire came to me while I was here; 
: SISOS OC Te Lo 
i Uttawa Ont 
4 " i ° VW ° KO eB 


Moeey Alberta cetroleum Assn Calgary 
fWiudd asks cabled advice from Camobell present pipeline 
"Gevelopments also when experts report will be avail- 


Mable interested parties becoming anxious" 


' wired back the same date: 


‘i Calgary Alta Oct 13 1989 


"Dr. Granger Brown will arrive here Tuesday morning at 
“which time we can determine when his reports will be 
"completed and I will wire you as to when a pipeline 
"meeting may be held with Dr. Camsell before a meeting 
Mis called for all interested stop ~f matter 


“urgent can rush work on reports stop Developments 
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W. S. Campbell. 
"progressing favourably hers stop Writing airmail 
"tomorrow. 
a W.S. Campbell. 
Cn October 25rd he wired me: 
) rr - Ottawa, Ont., Oct. 26, 1989 sS59PM. 
is S. Campbell, 
"36 Dominion Yank Chambers, 
"Edmonton, Alta. 
"awaiting your message on date Doctor Browns report 
"will be available." 
Since that time there have been seyeral letters from their 
Solicitors in Montreal and very briefly there has been 
ome doubt, of course, as a result of the war, on the project, 
and in a long letter - I do not know whether I should read 
4 | oe all but [I will give it to the Commission if you would 


ine 7c read it. On page 3S of that letter of October 19th, 
ny. Kearney says: 

: Since dictating the foregoing, I have received 

"a cablegram from Mr. Tatham in which he says: 

" ‘Our plans made provision for raising part funds 

» New York stop View present exchange position 

" believe prospect providing pipe might attract 

mt authorities here stop Propose contact Treasury 

4 for reaction stop Answer may take week or two 
3 " stop TI | 
Now, I got a letter from Dr. Camsell yesterday morning: 

iy Ottawa, cetober 27, 1939 

My “Se Canpbpelhy eq. ; 

"Yainwright Gas Co. Limited, 

"36 Dominion Bank Charibers, 

"Hdmonton, Alta. 

"Dear Mr. Oampbell, 

n IT have your letter of October 2édérd which 


"brings up to date as far as you are coneerned the 
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Wo os Campbell. 
"situation with regard to the proposed pipeline 


"from Calgary to Fort William. 


if 


“rp 


As far as fi am concerned in this matter 

‘ny report is mea ay well adveneed and the main thing 

r "thet I am waiting for at the moment is Dr. Brown's 
"report with regard to the treatment of Turner Valley 
Porisin the retineries of Ontario. Mr, \Tannerihas 
"»sromised to let me have this as goon as he obtains it 
"from Dr. Brown and my proposal is that as soon as the 
"report reaches me and after I have ha& an oppor tunity 
Hor eivites 1% some study, I will confer with Dr. Brown 
"either here or at his place in Ann Arbor. 
m IT have been very pleased to note that the 
"two critical wells in the middle of the Turner Valley 

8 "field, namely the Argus and the snelo-Canadian wo.8, 
have propen the presence of oil in that portion of 
"the structure and Dr. Hume advises me that the depth at 
"which oil was reached will add something to the 
"fisure that we have obtained with regard to the reserves. 
us Up to the »resent time I have not been able 
"to get definite information with regard to the attitude 
"of the Uhited Kingdom Treasury on the export of capital 
Meron that country for the “purposes of building 4 pipe-— 
"line but we are still hoping to get some definite 

9 "information in the near future. 
a . IT was very much annoyed to see a statement in 
"the Examiner credited to me, the source of which I 
"sould not by any means identify. I have not spoken 
"to any newspaper man with regerd to my report and I am 


Yat a loss to know where the Examiner's report came from. 
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W. S. Oampbell. 


"You may have seen that I have categurically denied 
"having mado any such statement as was credited to me. 

a It is not known when Mr. Crerar may be 
"pack in Canada but in spite of the fact that I have 
"heen somewhat overworked since returning from the Vest, 
"pipeline matters have not been nesiected and as I said, 
"the only thing that is holding us up at the moment is 
"the receipt of Dr. Brown's report. 


Kindest regards, 


p Youre Veuy truly, 
u ‘Charles Camseli" 
" Deputy Minister. " 


Taere are geveral other letters that may not be of interest. 
Oh no, we are not in the least concerned with any confidential 
Dotommation relating to the furtherance ofthe project. 
Wo. 
Weveve. concerned, of course, with, the, pure, mtter of -trans— 
portation? 
Well, the transportation costs, might I say, My word, from 
Fort William to Port arthur, as we have them to-day by 
water, is 8.6 cents per barrel, and to Toronto,13 eonts. 
I have already given the time that it takes to make those 
trips and the number of vessels that would be required 
to transport a given quantity thet is estimated to be 
@elivyered, 369,000 barrels a day. 

Sa ea TR ETE orca ee ee Oe 
May I ask if the project you had in mind contemplated 
connecting ap with. the existing, piveline.in,.Celzary or 
building a new one from the Valley? 
Oh no, it contemplates connecting .with the gathering system 
at the Jalley, which would, perhaps, necessitate a rate 


being fixed by the “ublic Utilities Board or an agreed rate 
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W. Oo» Gampbell. 
tetween the companies themselves as to what that cost 
would be. 

Q MR. NOLAN: the reason being the capacity 
oF the existing line, I take it, Mrs CampbelL? 

é A Beyond that capacity it has to be put in by the pipe line 

company. 

Q But the capacity of the existing main line transportation 


of the Royalite Oil Company is not sufficient for your 


purposes? 
A HO, we would have to cannect with the field. 
Q MR. HARVIE: it likely would not be routed 


through Calgary anyway, would it? 
A i would not think so. «nd the oils consumed in the Province 


are not taken into consideration at all. 


se 
& 


MR. OCOMMISSION:R LIPSETT: ‘what about the oils consumed in 
Regina and Moose Jaw 
A Yes, they are taken into consideration. On that point 
Maen shy 8 word, that at the’ present time there isa 
rate to Regina fixed very largely on the potential pipe 
line competition. PUPAE 1 renenver Tien thy, the 
pipe line rate was estimated at that time to be in the 
neighbourhood of 15 cents a hundred, and the rate was fixed 
to Regina at approximately 19 cents, or a difference of 
ap» roximately 11 cents a barrel over and above the actual 
9 ReGen CFothe pipe Line. Lf Bc line was.batlt, 2s wes 
Suggested the other day, te Regina, that is a small line tb 
handle say 10,000 barrels of oil for their own uses, the 
saving could not be any more than 10 or 11 cents a barrel 
and it would take away from the total tonnage of the larger 


line that would some day have to be built. Now, if the 
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We os. Oampbeil. 


Manitoba market could be secured by a 10 cents a barrel 
saving in a pipe line charge, then why cannot it be supplied 
to-day with the difference between the $1.20 that is being 
paid on 40 gravity oil, or on 43 gravity’oil, and $1.30 or 
r) ~le29 that was suggested might be paid under conditions as 
they are to-day. On the other hand, I believe these 
figures do not take into consideration the exchange. [If 
we are to take Montana as the competitive field. Another 
point there I want to make is this, that it would be quite 
unwise unless a large line was built, and if a 122 ineh line 
was built down to the refining companies in Regina to-day 
Wii e wiewoto going further e€ast some years later, then 
miereast of treénsporting 10,000 barrels. of @ ofl through a 
122 inch line would be at least twice the railway charges 
a” to-day. So there would be no object in doing that. 
Q MR. FRAVDY: Did you intend now to give us some 
costs, some proposed costs of moving the oil from Calgary 
to Fort William, or are you not? 


A Well, we can give estimates. 


ce) 


Have you any objection at all? 


No. 


QO & 


T did not know whether you were finished with what you had 
to say? 
A The estimates of delivering 35,000 barrels a cay at Fort 
4 Wil liam------ 
MR. COMMISSIONER LIPS=TT: Just before you pass from the 
previous subject you were at. You have given ue the 
effect on the native project of a small line to Regina at 
present. Have vou taken into oconsideration the effect on 
the existing pipe line of your project cutting out trans- 


portation to Calgary and the oresent transportation to 
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W. S. Campbell. 


Regina? 

A Well, it would to some extent reduce the revenue ou the 
line between the field and Calgary because you woula be 

i taking that tonnage going to Regina. On the other hand, 
you would be off-setting that very largely by an extra 
29 thousand or 43 thousand barrels a day, that goes on 
beyond Regina, and that would be paid for within the capacity 
of the gathering system. 

Q What would be the effect on the cust of transportation to 
Calgary if you cut down the throughput of the existing lines 
by the Regina and ‘loose Jaw volume? 

A Poutney ere to-day the gathering line and the trunk line 
Poweowore not divided.; , But) bf, the rates. were divided and 

a you collected through the gathering system, naturally with 

some increase but not in proportion, another 39,000 barrels 

a day from these wells, you would increase the nett revenue 

on the one hand and decrease it on the other. What the 

figure would be has not bem worked out. Pie reves OF 

the cost of handling would be approximately 40 cents per 

barrel. Ustimate 3 cents for gathering and 24 cents for 

handling charge at the terminals. That would give @ fairly 

Substantvabwworkines profit. . The amortized period of the 

line is 12% years. 

4 Q MR. HARVIE: That 406 cents is the price from 

the Valley to Port 4rthur? 

an Yes. 

2 MR. FRAWLEY : With these laid down costs, that 
is what you would be up against, you would have to compete 

against the costs as indicated in those two Exhibits? 3 


A Yes. 
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Now, what do you say about that? 

Delt, the Jilinois situation. is gradually righting itself. 
In the more recent reports we have from the Gas & Oil Journal, 
one field has fallen off tremendously while in another water 
pad come into the field. I noticed to-day in the Gas 

& Oi1 Journal that the Governor is preparing a bill for the 
Legislature. I think that situation will be righted before 
pece pipe line, is even started. Taking these costs to-day, 
the landed costs in Toronto, we would have no difficulty 

in competing to-day at those costs even prior to the war 
O12 68. I think the figures, if I remember 
rightly, given to us were 1.76 at the time we were there 
for bast Texas oil. 

At the time you were in Ottawa? 

mes. in July. i think, perhaps, in considering these 
things we should not anticipate exchange on a competitive 
basis because it will not be there when the war is over. 
Now, coming to Illinois------ 

MR. COMMISSICNTR LIPSETT: Does not this lst Oetober price 
include exchange? 

tog. thet. is right, but, that .is:o2.17..That is. the, price 
including exchange, but without exchange and before the war 
it was $1.88. 

MR. FARVIE: That price was that? 

That was Exhibit "674". 

MR. NOLanN: Your price in Toronto. 

Now, the Illinois situation. I think it was pointed out 

to us aporogimately some percentage, 75% that was used of 
Illinois oil at $1.37 a barrel. The price to-day is $1.52. 
When that field comes under pro-ration, which it no doubt 


will, then in all probability these prices will go back 
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W. S. Campbell. 
to what they were before. There will be some increase, no 
doubt. Now, the 25% of Mid-Continent oil that is used for 
lubricating qualities can be, according to the preliminary 
report that I have seen and which will be presented in the 
near future to this Jommission, ora copy of it, the 


duorication qualities of Turner Valley oil are 9.5, and 


fast Texas and Illinois 16, and the Mid-Conténent 20. 50 


that Our opinion is that there is sufficient lubes in 

Turner Valley but no doubt experiments will have to be made. 
pmueooere 18 sufficient lubes in Turner Valley to serve 
mewonuact) market. There may be a difference of opinion 
about that, but the matter can be ironed out between the 
technical men themselves. That is our information. Now, 

He vuhere anything else you have in mind? 

Poere is storage? 

meoeace &t Port “rthur, yes. ,That seeméd to be in the minds 
of some refiners that that was an obstacle and we endeavoure: 
%O point out thet that really was the safety valve in our 
whole project. Six million barrels storage at Port Arthur 
would allow the line to be operated fairly well to capacity 
which would, perhaps, eliminate the $2,000,0)0.00 that 

was estimated for the heating system. If we can run the 
line to capacity the friction heat would eliminate the 
necessity of that heating system. However, we have 
estimated for the heating system and it is in our estimated 
cost of approximately $35,000,000.00 for the construction 
eee) tine. Now; the 6,000,000 barrels=--—-- 

THE CHAIRMAN: are you going to Port “rthur 

for $35,000,000.00? 


Port Arthur, yes. 
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W. oO. Uempbell. 
Q $35,000,000.00, Turner Valley to Port arthur? 
A Yes, that is the maximum. there are a few estinates 
that are lower than that. 
6 Q MR. COMMISSIONER LIPSETT: That includes the heating system? 
A That includes the heating system. 
Q MR. HARVIE: And storage? 
A And storage, yes, although we have one estimate of %33,000,000.0C 
without the storage. Dr. Gill's report that 1 have here 
(ees mot include storage, but his nex) report whi ioodude 
storage » Ds Deaurieht's does include storage... Now. stat 
6,000,090 barrels storage during these four Winter months 
can be financed, if it has to be financed, on a 5% basis, 
roughly speaking, $9,000,000.00 for 50 days, that is about 
a what it amounts to, a little over $74.000.00. No, 
673,791.00, I think the figure is. And the oil in the line 
Peas carried 365 days in the year, approximately 1,000,000 
barrels would require 375,000.00 a year financing. 50 a 
total of $148,000.UL0 it is expected to handle roughly 
19,250,000 a year at 1 cent a barrel, and that is $192,000.00. 
Po it is not an obstacle,in our view. >t ean be hamiled for 
hess than 1 cent a barrel on the oil handled. Now, the 
benefit of storage at Port “rthur is that during the peak 
movement, the peak consumption in Cntario in the Summer, that 
3 reserve of 6,000,000 barrels is available to be taken down 
and ees aad and consumed. Then in the #all months, when 
the consumption falls off, as the records show it does, 
the normal flow down the Lakes on the steamships can be 
stored, as it has to be storei in Ontario in any case, even 
now, with the exception of Sarnia. .t wili be stored there 


for Winter use. So that we feel that being stored at Port 
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W. S. Gampbell. 
Arthur during the Winter months, the evaporation will be very 
low and the cost no obstacle as far as the financing company 
is concerned. 
MR. COMMISSIONER LIPSETT: Just before you pass from that, 
you consider that your storage at Port Arthur is all the 
storage that would be required and that could be loaded up in 
the Summer months to capacity? 
In the Winter months. 
in the Winter months to capacity? 
Yes. 
Pia 26 present..there is sufficient storage to Ie t that be 
eleaned out during the Summer? 
With the exception of Sarnia. 
Between the consumption and what is required for Toronto 
Gould be stored, could it? 
Yes. They have to store anyway. They are frozen in 
there just the same as we are. 
and that storage is avproximately enough storage available 
for the present? 
Yes, I think they had to have it in the past and no doubt thy 


they will in the future. Sarnia would have to provide storaze. 


MR. FRAWLEY: No questions? 
MR. NOLAN: Nothing, Sir. 
VR. HARVIB; No, My Lord. 


MR. COMMISSIONER LIPSETT: Perhaps you would put on the record 
the available market at Toronto? 

Well, in Ontario, Mr. Commissioner, I think it is set forth 

in the Bureau of Statistics report. It is estimated that the 
consumption in Ontario is 51,000 barrels per day of products 


of crule petroleun. The refining capacity there is 


approximately 42,000 barrels, operating at in the neighbourhood 
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W. S. Campbell. 
af 70% capacity. if the project was carried ae it would 
mean that there would likoly be a new refinery, perhaps with 
20,000 barrels capacity, built in Ontatio. At the present 
time there are some 400,000 barrels of crude and 333,v00 
barrels of refined products, come up the St. ZLawrenee into 
Ontarin, according to the Dominion Bureau of Statistics report. 
We are not working for the full market in Ontario because 
we believe that, or did believe at the time thet it was 
Megessory to bring in’oil for lubricating qualities: 
THE CHATRMAN ; Mr so Campbell) Lateke sit that the 
scheme is still but a scheme? 
Poet is all; 
Waren youl have good hope “of seeing carried ‘out some day? 
We think so. 
You can have no information, I suppose, that would be of 
Value to us. We are concerned, of course, with making a 
report in the present but having regard to the future too? 
yes. 
The reason we particularly wanted to hear from you was if 
you had something concrete that would influence us at this 
time we should know it- 
1eas 
But I gather from you that there is not, that while one may 
have high hopes, you cannot say anything has been consummated? 
No, we Pines ten these reports would alh pet ready -for 
consideration on the 15th day of October. They have been 
delayed from one cause and another and in the meanwhile we 
are standing still. 
Yes? 
Otherwise, I think if the reports had been satisfactory and 


the war had not been declared, we would have been on our 
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W. S. Oampbell. 
preliminary work right now. LT. wish- to, point out dohave no 
financial interest and no hope of any reward except of 
seeing it completed as a citizen of the Provinee. 
I quite appreciate your statement as to that, Mr. Campbell. 
Now, can you tell me one thing since you have gone so far 
and even though nothing has been consummated, have you figured, 
taking Sxhibit "6735" and Exhibit "674", at what price would 
erude have to go at in Turner Valley in order for: you to 
compete, to get on the basis at which refineries say they 
would use Turner Valley oil ? 


Mae Illinois situation or an average of those two. You 


could very well compete to-day in Toronto without any difficulty 


because at $1.14 for 40 gravity oil would run around $1.70 
and the price is $1.88 to-day. That is before the war, 
without considering to-day at all. 

And Sarnia? 

Sarnia is slightly differefht. You could compete to-day 
against Mid-Continent but you would have difficulty competing 
against Illinois. You would have to drop your price roughly 
81 cents. 

Have you considered at all the project, I suppose having 
regard to the way in which you wish to finance it, it has 
not been considered the putting in of a line to Regina 

with a view to getting the western market and leaving the 
more ambitious project for the future, as has been suggested 
in- evidence here. You have not considered that? 

Yes, we considered that, of course, and to put in a line at 
Sep oe Of $16.800.00),.I have the, estamate--+-—- 

$16 ,000 ,000.00? 

316,800.00 I think it is, taken to Vinnipeg. ‘The line that 
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W. S. Campbell. 
was estimated upon was a Winnipeg line at a total cost of, 
with 30,000 barrels capacity, of 317,000,000.00, ana with 
57,400 barrels capacity of $17,600,000.00. Well, I just 
took the mileage roughly at 450 miles, it is 466 by rail, and 
that worked out, I think, roughly $16,800.00 a mile, if my 
memory serves me right. If you were to budid ve Dine ior 
a large size and only put through the requirements of Moose 
Jaw and Regina it would cost much move than the rail rates 
eo tuere would bé no object at the moment in doing it “and 
it would take away, if a small line was put in, it would take 
away from the tonnage of the larger line, which would be 
Mceestry in the future: And: I cannot see any reasom from 
the arguments that were advanced here the other day why if 
the Winnipeg market can be secured by a pipe line to-day, 
which would save 10 cents a barrel------ 
m pipe, Tine’ to Resina? 
Yes. 
You were speaking not of Winaipeg? 
No, to Regina. Then why not secure the market now? ie 
have had since January first - or there has been since 
July 5th anyway - there has been reduced rates in the cost 
of bringing the oil to Calgary and why, if they can succced 
in getting the Manitoba market with a difference of 1C cents, 
and there has been a 10 cent spread there, why haven't we 
acquired it? 
MR. FRAWLEY: In other words, what you say is 
Mr. Le Sueur's proposed or suggested pipe line to Regina 
would mean a reduction in the cost of about 10 cents a 
Valine in getting the ois from Turner Valley to Regina? 


Yes. 
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W. S. Campbell. 
and with that 10 cents or whatever it would be, the market, 
the refined products market, could be extended to, perhaps, 
recapture Manitoba? 
Right. 
That is your suggestion? 
No, that is his suggestion. 
I do not know how far he went in saying what we would 
achieve with the extra 10 cents but whatever work the 10 
eee Would GO would be reflected in further market for 
fo imed products out of Regina? 
Yes: 
What you say is, accepting Dr. Brown's suggestion that the 
price of crude could go to 1.30 and accepting Mr. 
LeSueur's suggestion that the price could go tc $1.28, 
there is almost the same amount of money in the price of 
Crude, so that if that were instead of being passed on to 
the producer, if that were used the same objective could be 
echieved? 
wee.) 2 want to be fair to Mr. LesSueur. “1 do “not think he 
"Guay Pisurec it cout. iI had a Jong discussion one 
evening with him, to which he referred in evidence here, 
and I think then his view was that we should wait until 
there is sufficient to go on straight through rather than 
just build the line to Kegina. 
MR. COMMISSIONER LIPSETT: Mave you got Mr. LeSueur'’s idea, 
quite accurately in what you have been saying. Was not his 
idea rather that on the present volume to Regina that it 
would be a good commerical proposition to put in a small 
line to Regina in comparison with the existing rail rates to 


Regina? 
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Well the railway rates are based on, we fignred it on a 
cost at that time, I think the evidence will disclose, 
about 15¢ as against the 19¢ rate, which is 11.2¢ per 
barrel I think. 

But have you got Mr. LeSueur's quite accurately when you 
say that if he had that reduction to Regina that he could 
get the Winnipeg market? 

well I think-~--~ 

wits FRAWLEY: Well whether he would get 
the Winnipeg market, that it would afford some extension, 
not just how far the iine would ve but some extension of 
the refined products moving out of the regina Refinery? 
YER o 

But I do not recollect he said it would get the Winnipeg 
market. Mr. Gottle can take that 10 cents and pretty 
well tell you where it would take, it would go some dis- 
tance, no, you are quite right, I hesitate ts. say that 
he said "Manitoba". Hs just said it would mean some 
extension? 

MAJOR LIPSETT: I think he was considar- 
ing the competition into the Regina refinery as between 
the pipeline there and the present railway rate there? 


Well my recollection 10 distinctly different. 


Re FRAWLEY: | It would be fnr some pur- 
poses } 
TH CHAT Riss: Well after all the record 


speaks for itself. We can see what iir-e LeSueur paid, 
but I must say that I had much the same impression as 


ur. Gampbell had, that :ir. LeSueur thought it a 
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practicable thing to do? 
Yes. 
To put a pipeline to Regina and that having done so, by 
virtue of the cheaper transportation costs, he thought 
it quite feasible that we should expect to have the 
sanitoba as well as the other markets, now we need not 
worry about it at all, the evidence is there? 
Ye Se 
ine FRAWLEY: Certainly that waa the 
purpose of it, to extend the market of refined products? 
Yese 

When those reports are 
completed, .ir- Gommissioner, the next report, if I might 
subnit the report to you, and that is a complete report 
on the cost and all its details. I may say that those 
reports are very complete: They sover every creek and 
bridge and road to be crossed. | 
THE CHALIuwAN: Yes, well now we are 
nearing the close of our evidence, your feeling is, ur. 
Campbell, as I enerondess. your feeling is that 
whether we should, whether we could get the iianitoba 
market now or not with a pipeline to Regina, that it is 
not a desirable thing that that project be advanced at 
this tise? 
Yes. 
Because it would have a deterring effect upon the 
creation of the building of a pipeline to Port arthur? 
I think it would stop it completely. 


Yes? 
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I thiak, well I would not say what I think but it 

would stop it completely. ) 

So you say that the first move is to try and get a 
pipeline right through to the Lakes? | 

fo tho Lakes. piel 

And if that is feasible you would expect. it would have 

a great effect upon the output from Turner Valley of 
course? | 

Yese 

And I take it from what you say that you are not as well 
avle to say, it would only be an estimate anyway, at 
What price, with regard to the cost of your pipeline, 
you would need for anortizing it within the period 
mentioned, at what price you would have to get Turner 
Valley orude to keep that pipeline filled and meet 
competition at the other end? 

Yes, we could keep it filled today and meet competition 
Pi ercnro amd ipay a higher’ triaeiror ell Gian Ta being 
paid in the field today; unfortunately the Illinois sits 
uation is the governing situation and I am satisfied 
that before Spring that will be corrected. I could 

read you the last report from Illinois. 

No? 

But that is not ave wees pik again if the producers 
in the field were prepared to accept on a 50, we estimate 
50-50, £O to Toronto and 50 to Sarnia, 50%, I am speaking 
of now, of the. oil and if you took these averages, you 
would atill be able to pay almost the same amount which 


is paid today of $1.14 for 40 gravity oil, if 50% went 


. 
J 


ary 
> ~-« - 2 
- et te 

ew 


= 
: <_ 

- ooo 

s : ~ Te 
Se u 3 : 
ta =e ~ - 
x = 

Ais 
t . 

be * 

== “ ‘s 

© ges 


“ 7 id 
as 

- 

a 

wu 


- 
od 


Qe 


a 


“¢ 
¥ « -* e 
te 
3 “ ot he ‘ 
. 
. 
2 . ; 5 
‘ <5 
' + st : 
2 o bil = 
‘ : a 
. . Fy 
am" S 3 $ 
care . “ 
* Ad 
aie te 
‘ 
“ a - 
e a4 
‘ : 
4 7? “ 
<2 cae i 
ns : 5 
ea rt. = 
- a 
ns oo a - 
* “et t. 
2 1 e “ ee 
2 é - 
2 
. - e 
« Ea 3 « 
*~ . 3 sins 
. : s © 
= . 
— oe ae as 
cal . . - 
x 
~ i 
z P Z i ~s 
: _ Wk 
yt : 
tx =F . 
‘ 
we 
* . 


We §. Campoell 


Ce 


4 


~ 15,446 ~ 


at the Toronto price and 50% went at the Sarnia price. 
MAJOR LIPSET?: . That is on the basis as 
of the first of September? 
That is before the War, that is before the War. The 
War is an abnormal situation and I think we must ignore 
it for the moment. 
THH CHATRiwAN: | Any more questions, 
gentlemen. Thank you very much for the information you 
have given us, Mr. Campbell. 
MiRe FRAWLEY: All right, lire Mahaffy. 
The Gas and Oil Products is here, izire Chairman, to pro- 
ceed with their evidence. 
MRe LAHAFFY; ire Chairman, I would 
just like to say before I call iir. Boyd as the firat 
witness, as your Lordship will realize, perhaps one of 
the things that is entirely involved in this problem 
is the question of exactly what the engineering position 
is in the field, the movement of gas is within the 
Structure and the movement of oil and that type of thing. 
Now we certainly do not 
want to have any repetition that can be avoided and 
having given the matter careful consideration we do not 
feel that we can call any engineering evidence with 
respect te the field itself which would add anything to 
me evidence which has already been submitted tn this 
Commission and on that particular point we will depend 
on the engineering evidence which has already been sub- 
mitted and we will. when the time ene: to submit argu- 
ment, we will base our argument on that particular point 


on the evidence which .is already in. 


Mt : 


iy hier y 


Red menieny 
‘gl, Aided OY 


‘ 
hit can ae 


phe o 
+ WW Se ate Ly 


Viena 


We Se Uanpbell 


C 
5 


9 
A 


- 15,447 - 


wRe FRAWLEY: Have you enough refer- 
ence to it now, itr. Mlahaffy, to state this, that it is 
part of your case, that is what I undurstand you in- 
tend to do. 
wiRo MAHAFFY ; Well I cannot give you 
all that I want to put in. 
uiKe FRAWLEY: You might be able to do 
it all at once. 
tio swAHAPEY ; Ad Dior Ge sl Oe Gs savour 
Lordship will remember, two or three days ago, I read 
portions of the evidence of Dr. Gill and of Dr. Shaw 
to Dr. Frey when he was on the stand and that is the 
type of evidence that I, am referring to, which we sub- 
mit establishes that withdrawals of gas from one 
portion of the field do not affect the production in 
other parts of the field; in the first place the pro- 
duction of gas from the gas=cap does not effect the 
production of oil on the flank and similarly the pro= 
duction of gas in the South end of the fiela from the 
gas-cap does not effect the production nf gas or the 
reserves of gas in the North end of the field, that 
being on account of the extremely low permeability of 
the structure itself and as I say we will argue that 
the evidenece shows that except within very short ranges, 
there is no substantial movement in the structure. 
eas would like te call 
ire Boyd to give the Commission the benefit of his ex- 
perience in the operatior of the Gas and Oil Products 
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MRe EPSTEIN: ure Chairman, if 1 might 
interrupt at this point, not having been here before, 

I aml representing the Conservation Board. My in- 
structions are for the time being, pending the nature 

of the evidense which is given and not knowing the 
nature of it, I am here in the nature of a watching 
brief, and appearing here in the nature of watching. 

autie LIATADIY uy Lord, in view of the 
fact that the Conservation Board is represented here 
this morning, I would like to ask my learned friend 
whether he intends to call tire Knode as a witness be= 
cause if he is I would like to know about it and in fact 
I would like to suggest that he should be called. 

MRo KPSTHIN: The present intentions are 
not tc cali tir. Knoce as a witness. The natu-e of the 
evidence is sush that we deem it is not necessary, but 
perheps we shal... As presently advised we do not intend 


tO > 

THE CHATHMAN : At the present moment Lir. 
Epstein's position is that he is not participating at 
all. He is just sitting here and holding a watching 
brief, so it must be assumed at the moment that he has 
no intention of calling witnesses. 

MR. wiAHAFFY: Perhaps I might ask 
Gommission Counsel if he intends to gall Mir. Knode. 
After all he is the arate who knows niost about the 
loegal conservation scheme. 


FRAWLAY : Commission Counsel is, for 


LW EC . 


cbvious reasons. standing aloof from this discussion. 
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The Board is at least represented, even although in the 
fashion that the Chairman has indicated.’ 

THE CHAIRUVAN: I do not understand, lir. 
liahaffy, you say you rely on the engineering evidence 
that is in. 

tuRe LiAHAFFY : . Yes my Lord. 

THH ChiblRwaAN : You have heard or did hear 
Dr. Frey's evidence of yesterday as to the engineering 
principles, as to the cunservation principles that should 


underly any conservation scheme . 


MRe MAHAFFEY: Yes Lvthink’ Tvheard fost or 
it. 
THe CHALTRiLAN > If you have not, you should 


read it, because it is on the point. Now then what else 
is it you ssek from sire inode, I mean tire Knode is not 
immune from being called as 4 witness, let that be quite 
clear, as I have made clear to you before, but no useful 
purpose is to be served by trying to conduct a lawsuit 
before this Board. I think we are all agreed about that. 
LRe mAHARFY ; Yess 

THs CHATRiAN: Now what general principle 
does he establish; if you want to know what the order of 
the Board will be, it seems to me wrong to call someone 
who in a confidential and professional character Le eat 
ing consultant for that Board, that is pending the orders 
What do you think yourself. 

BiRe siAHAPIFY : Well my Lord, the whole 
position is this, wr. Knode, true, is not now Chairman of 
the Board but I think perks my learned friend will agree 
with me that he is still the governing factor in the Board. 


MR. FRAWLEY: | The Chairuan has stated it 
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exactly, he is the consulting engineer cf fhe Boeee as 

I understand it. 

MR«e mAHAPNY 3 Yess I hope I an not 

wrong when I say that lire inode's plan of a conservation 
scheme to a large extent will be the plan, has been the 
plan and will be the plan adopted by the Board. 

THE CHAIR.AN: | I do not know. I can quite 
appreciate your embarrassment. iir.e tiahaffy. You have no 
order to speak to, that is the difficulty. You do not 
know whether it will be for or against you. 

site UAHAPERY; I do not Know, sir, whether, 
in preparing that order, the Conservation Board as now 
constituted 1s taking into consideration all the factors 
which Dr. Frey says should be considered. 

THis CHALTKwAN: Oh quite sc, now then-~<< 
bie biAWHALPEY: And I would rather like to 
have ir. imode*s views as to whether or not he agrees 
with Dr. Frey or he does not. 

THs OHA Lit.AN ; vell why do you not have 
him called as a witness, tire i.ahaffy. We will not com- 
pel hin to divulge professional secrets and you should 
be the last one tc ask him but short of that he is the 
seme as anybody else to this Board. 

WRe wAHAPIY: Well I certainly an not 
going tu take the stand of calling him, sir, but I 

just wondered whether my learned friend intended to 

have hin here and if so I would like to know. 

THE CHALRWAN: The position is, and let us 
be quite clear about it, no order has been made. low we 
have said, because you anticipated that an order might not 


be made while this Beard was still sitting, whether you had 


oy sy ve A ts 


in mind the avoidance of our consideration of that 
order or not, by the Conservation board, is of no in= 
portance; the factwis you anticipated, that it might 
not be made and you preferred to wait to see if it was. 
Atl Sie ht, you inform Gs now it°has not bewn made. We 
Said that, since it reuva not be said that the point 
you raised was irrelevant to tie tanerens which we were 
required to inquire into, whether an order was made or 
was not tlade, we would hear you. iow we will hear you 
and it is for you to bring any witnesses whom you want 
to have heard, We will not direst Counsel to the Com- 
mission to inquire into an order which has not been 
made but we will hear any witness, whomsoever, that 

you want to subpoena here or get to come here and if 
you want 4 subpoena for Lir. Lnode you will get it. 

WR. wAHAFFY: Well that is something 
which pezmhaps I can give consideration to. What I was 
prinarily---- 

THE CHALTRAAN : But you will understand 
and I would hope that you would agree with me, because 
I would not want you to think thet you are being 
limited in some way, we will not ask a man who is ad~ 
vising in a professional capacity tc say what his 
Opinion as given to his client for pay has been, any 
more than we would require you to say what you advised 
someone. It may be that, technically now the rule does 
not go that far, the rule of privilege, but we think it 
would be quite unreasonable,, while an order is under 
consideration as a matter of puvlic policy to make a 


professional uan disclose his advice because it might 
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ccfcent the whole idea but certainly you-can get kr. 
node's views on conservation generally or particul- 
arly, the same as you could anybody ea te Ei. we aa 
a competent witness to speak, you can find out if he 
agrees with Dr. Frey or does not but all we do not 

want to do is to be put in the position of requiring 
menbers of a Board who are a body in themselves, 
functioning independently, tc come and tell us what 
their decision is going to be when probably they have 
not made up their mind at all, or force their engineer 
to say what he is advising. It might not work well Lor 
you fron this standpoint, Dr- Frey has laid down cer- 
tain principles which he says nakes for the ideal 
scheme of conservation in the United States of Anerica, 
a much bigger field than Turner Valley, and where they 
have the benefit of the advice of all the engineering 
experience concerned with conservation in the United 
States of America; that. might have some bearing on the 
ultimate decision of the Board, we do not know. It is 
a natter for you to decide» We will not deny you a 
subpoena to anybody that you think can give evidence 
pertinent to the matters of conservation which we held 
to be relevant to the Inquiry which we are directed to 
make o 

wk. MAHAFFY: Very well, sir, that 
clears that up and as I say I san act accordingly. 

THE CHAIR. AN: And [do hope; hire i ehatty, 
you appreciate the limitations which I placed there. 
biRe AHA FEY: Yes I do. 

TH CHATRiCAN: Ae, be why 1. gO.0G, 2 oes 


Say it is just e matter of public policy that a pro- 
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rcessicnal adviser to a Governnuent Board should not be 
required to say what his advice is but i.r. Knode as a 
person and an engineer’ can certainly be subpoenaed 


here and will be if you ask hin. 


ithe s:AnAN EY: Yes, well that is fine. 


thank you, sir. and as I say IL can act accordingly on 


that « 


610) ONO NS OLE ud) ko 


LAYTON ALLUN BOYD, having 


been recalled, examined by iir. i:iahaffy, said; 


Now to g0 on with i.r-. Boyd's evidence, :.r. Boyd, what 


experience have you had in the petroleum industry: I 
just realize it is probably a little, sounds a little 


immodest probably to give your qualifications? 


THE ChalhuaN : Is that not on the record 


already. You gave us your full qualifications, didn't 
you, .ir+ Boyd? 


WITNESS: Noe 


vite FRAWL EE; No, he gave them for some 


special purpose. 
WLTNGSS; L think I told the Board 
that I did not think I wanted to qualify as a petroleum 


engineer. 


THE CHALRAAW: All right, I just in= 


terrupted you because I thought they were already on 
the kecord, but if you have not given them please go 


On. 


Re .ALALPEY 3 - Yhat is your experience 


in qualifications? 


Well I have had about, I had two years’ technical train-= 
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ing at school and possibly twenty years! experience, 
prior to the War-I worked up until 1925 for the 
Trans-Continental Oil Company in the laboratory, 
Superintendent of the Delaware blending Station and 
steel testing engineer. 

In the blending station 
we had wide experience in making special solvents, 
rubbcr solvents and also usking iso pentanes and 
other special products of ge soline PraLeipally: in 
1925 I was transferred to the Trans-Continental Oil 
Company, a Texas subsidiary, at that time, the Big Leke 
Oil Company, to do special work on the processing of 
hydrogen sulphide gas, hydrogen sulphide content and I 
spent about a year and a half, not quite that such, 
with the Big Lake Oil Company and I resigned to take a 
Sinilar position wit. the Signal Gasoline Company of ° 
Texas, a subsidiary of the Signal Oil Company of 
California to do sinilar work, test hydrogen sulphide con- 
tents. I. later becane plant superirtendeat, district 
superintendent and division superintendent. 

In L934 Lihnad Leave or 
absence to cone up to Canada tc build this gasoline plant 
and place it in operation, for Mre mayland, and t have 
been here ever since. 

wy experience has been 
usually natural gasoline refining operator. 

In vour experience in the United States did you have to 
do with netural susoline plants? 


Yes, really more in the natural gasoline department than 
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with the refining and production, that has been prin+ 


Gipally my work. 


&) 


And how many years of your experience woulé@ you say has 
been cevoted to work in connection with natural gasoline 
plant 8s? 

A Well all of my time. I have never been on a wholly ree 
fining operation or production operation. I have always 
had natural gasoline plants in connection with the op- 
erations which I have been working on in the past twenty 


Years. 


r.) 


iow when we speak of a natural gasuline plicnt, iixe Boyd, 


Pi 


is that what we also term in this part of the country 
an "absorption plant"? 

A Yes, that is what is commonly cailed an absorption 
plant here. 

Q So that, my Lord, if we refer to a natural gasoline plant 
OY Hn absorption plant for the purposes of this dis- 
cussion, the terms are interchangeable and what is the 
production usually obtained from those plants, wre Boyd, 
what is it called? 

A Well in the United States it is commonly called, they 
ecommonly call it "naturel gasoline". That term was 
adopted by the Natural Gasoline Association of America 
and it wos recommended. to be called that from about 
1928 I believe and it is generally accepted as the name 
“Natural Gasoline". 

a) Is this product also known up in this part of the country 


as "casinghead"? 
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A Yes, it i8 commonly called "casinghead"here. 


A 


Q, 


une MAHAPEY: _ 60 again there, my Lord, 
those two terms are more or ye Ae eee) cars also. 
biRe FRAWLEY: ' There is arother one al- 
s0, "plant product", that is the Royalite product? 

I beg your pardon. 

There is another name "plant product", is that not what 
the Royalite Oil Company calls its natural gasoline? 

o cannoy tell you that, I do. not know what they call it. 
THI CHALR:.AN ; Wwatural gasoline, 
absorption, waist word was it? 

absorption gasoline or casinghead gasoline and natural 
gasoline ave all synonymous; the American expression is 
now "natural gasoline". 

MRe iiAHALFY ; Yes, now you say that you 
first cane to Canada for the purposes of instulling a 
plant for the Gas and Oil Products? 

Yes 

De you know where that plant was acquired? 

Yes, it was purchased from the Signal Oil and Gas or 
really I think the Signal Gasoline Company of Texas, 
which was a subsidiary of Signal Oil and Gas. 

And you were retained for the purpose of coming up and 
installing the plant? 

ress 

And starting it ie operation? 

That is it. 

Subsequently I believe you were asked to act as super- 
intendent of the plant for Gas and Oil Products? 
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And you have bcen there ever since? 

I have been there ever since. 

Now when you first cane to Canada and Turner Valley, 

we Boyd, what absorption plants were in operation in 
Turner Valley? 

The Koyalite Vil Company's No. 1 Plant at Turner Valley. 
That was the only one in operation? 

The only one, yes. 

and at that time 1 believe there were numerous wells in 
the more Southerly portion of the field? 

Yes. there were a number of wells. 

What was being done with the production from those wells, 
just briefly explain the use that was made of the pro- 
duction? 

Well the naphtha ar they chose to call it here, was 
separated in separators, taken out for storuge and sold 
by a few methods, some to the pipeline company and some 
sold directly to the farmers as they were up here, the 
tail gas from the separators was blown off into the 

H1y, it was burned in the air and all its maturar 


content of course was being burned too. 


(Page 15,458 follows) 
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A. Boyd wie Meee 

Now this seperator precedure thet you heve spoken of 
that is e purely mechaniwal process? 

Yes merely a separater yes. 

And the separators are those machines that we see standing 
by the wells in Turner Valley? 

Yes, ‘ 

In the old days for the: purposes of taking out the nephthe 
content? 

Yes. 

Whet wes the object and purpose of building the ebsorption 
Pprenu. Wie explaim brief lyito the Commission, 

Well by building the absorption plant we could take the 
Weste gas, thet is whet they cell.tail. gas, from the separ- 
etors end collect: it and take it to one central) point, the 
gasoline point, and extract the natural gasoline content 
of the gas by absorption and by final processing, treating, 
stabilizing and so forth we could remove at that sime and 
we were getting about 2/1Cths of an Imperial of finished 
specification natural gesline that Gel been wasted previous- 
eae 

Two tenths ef e gallon from how much ges? 

Per one thousend cubic feet. 

MR. FRAWL3Y: How much’? 

Two tenths of a gallon for every thousand cubic feet. That 
wes in 19354, Mr. Frewley. 

MR. MAHAFFY: Now this is a product that 
wes not caught by the ordinary separators used at the well 
heads? 

No the seperators were passing them. It was passing the 


separators with the ges. Rether it wes gas. It is not even 


liquid, the naturel gasoline content. It comes over in your 
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bate gas, Lt is not ‘liquid it “is Merely fas.°° There are 
several methods of extracting it. Our method and the 
method usec in Turner Valley is the absorption method, 

in which we pass the gas counter current up through the 
absorber end the sil after it reaches the top travels 

down counter current and the oil absorbs the gasoline 

thet 1s in the gas. we take the oil and distil the gas- 
eeunie irom the oll, in the process of cooling the orl and 
repeating the circuletion. Thet is one method of thz 
ebsorption process. We have to remove thet from the gas 
which enters vur plant as gas, the butanes, and iso pentanes 
ic OUtner things they come in ®s gas. They are not Liduid. 
Will you explain to the Commission, Mr. Boyd, the nature 
Pere wroduct that is recovered; what iS it, used, for end 
Whset are its qualities. 

Well natural gascline has varying vapour pressures and 

the specifications on the maximum is 26 pound vapour 
pressure at 100 degrees. The me ximum end point 575 degrees. 
Now that is smaller on high grade motor fuels. Now this 
nee ie Useo 56 control the front end voletility of motor 
fuel, in other words bring the front end boiling range down 
POreesG & mouvor Car Will start and accelerate in’ cia 
Weecweor. It Has the indirect efiecst or reducing the amount 
of gasoline-- at losest in reducing the tetre-ethyl lead 
requirement . I have a chart here from the Ehglebrecht 
Trimble and Hoover, Phillips Petroleum Company, taken from 
the Cil and Ges Journal of May 4th 1935 and the approximate 
saving i. tetra-ethyl lead 18 pound natural 20% is approx- 
imetely 1C.C. leed. Without the natural to control the 
front end voletility ordinary gesoline it is hard to start 


and accelerate and es fer as I know I know of no premium 
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or good grade gasoline thet is made without natural gasoline. 
You say then it has two particularily veluable properties, 
high voletility and high tetra-ethyl lead susceptibility ? 
Yes it improves, by blending with the ordinary fuel, its 

leed susceptibility is improved end in some cases tremendous- 
ly by the natural gesoline, and requiring less tetra-ethyl 
lead to produce eny given octane. 

Well do I understand by thet then that ae gasoline containing 
a reasoneble percentage of neturel gasoline does not require 
as a matter of fact as much tetre-ethyl ead? 

mee Ls ‘Tiga ts 

In manufecturing? 

Yeo thet is right. 

That is the point you are getting et? 


Yes. 


With respect to the volatility, why is thet an important 


Peevuro. “Would it be Tair’ to compare this’ situation with 
the old days that some of us .emember when you had to start 
an engine with gesoline end then later you burned kerosene 

EDs oglu Sa 

Yes that would possibly be a reasonebie comparison. Kerosene 
Of Sourse does not vaporize. Heavy fusl does not have suf- 
ficient veporization to feed a motor .car through the cerburet- 
ing system to give sufficient vapors to carry and maintain 
eombustion, in a cold motor. That accounts for the fact as 
he mentions several years ago possibly when you burned kero- 
sene you would have to have gesoline to stert the motor. 


Now if you have a fuel that is too heavy, even a motor fuel 


and maybe a recognized standerd grade of motor fuel, if it 


is-too heavy on a cold morning or at any time when the motor 


is cold you do not get sufficient vaporization to sustain 
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combustion. So the motor starts and sputters and dies, 
starts, sputters and dies. If you keep using your choke 

you finally get your motor warmed up until it will run. 

fut by the use of néeturel gesoline it reduces: the boiling 
point and you gst your boiling point down to where more 
gesoline eveporet®S under these cold conditions permitting 
of sustained combustion and consequently requiring less 
choking. Theat of course has two indirect effects upon your 
motor. when you are checking and your motor is cold some 

of the heavier end points and there are varying constituents 
in all gasolines, good gasoline or bad, they enter the motor 
cer end go into the crank case and dilute the crank case 
Oil. Automobile manufacturers issue various types of motors 
put 1 believe you will find the lowest is 9 and the highest 
ebout 15 to 1 of a closed choke compared with an open choke. 
With the choke open an eutomobile takes as much gasoline 

in one minutes as it would from 9 to 15 minutes without a 
choke. That brings up your consumption particulerily with 
vehicles that are starting and stopping e lot in cold weather, 
Consumption goes up tremendously with the choki'g. 


Those are the two purposes thet natural gasoline serves as 

@ blending agent with -- 

Ves 

With streight run gesoline? 

Of course competitive conditions control a certain amount too. 
The amount of natural gasoline required and atmospheric 


temperature . It quite obviously does not take as much 
neturel gesoline ov require the volatility to be so high 


in a place like San Antonio, Texas as it does in Calgery in 


Winter time. 


Thet is becsuse of climatie conditions? 
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Yes. 

Speaking of the Stetes is this product used in the United 
Stetes? 

Oh yes. The United States produces I guess probably 75% of 
the worlds natural gasoline and consumes 90% of thet. 

They export - I cannot tell you now just all their exports 
but I do not think it will exceed probably 12% and that 
goes to Great Britain, France, Germany when they are not 
at war and Italy, Jepan. 

For whet purpose is it shipped to those countries? 

For blending purposes with motor fuel . 

To eifect the seme result you have spoken of? 

Peseond ve “Control thelr front end voletility. LT do not 
think they cen do it without naturel gasoline. I do not 
know of anyone who is doing it witnout natural gesoline. 
MR. FRAUL UY: How much of thet 75% does 
The United States use itself? 

MR. MAHAPFY: About 90%. 

I would cay possibly 90%. Thet is merely an approximetion 
merever in my nead but it would not be. eccurare. poobably. 
Moeyou Know from your experience in the Unltéed Stares 
whether there ere meny refiners who actually »urchase this 
Poeoauct Tor blending? 

(eens. do not know of any refineries in ths United States 
myself thet do not purchsse natural eesoline. Sometimes 
they purchase from their own depertment , some of the largsr 
companies we will say like ane Humble end Gulf Refining Com- 
pany have their own natural gesoline depertment producing 
and Shell incidentally. we have sold ell these companies, 
They apparently do not produce enough to supply their own 
Gemend and we were selling the Humble Oil and Refining and 


the Gulf Refining Company and the Shell Petroleum Company 
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at one time. these three companies took about 79,000 
gallons a dey. 

Q The compeny you were connected with was actually selling 
gesoline, neturel gesoline to these three companies? 

A yes we were selling well conservatively 60,000 gallons per 
dey to these threes companies. They were buying thet in 
excess of their own production, although they were producing 

naturel gesoline themselves. 

A) Now coming back to this country, in your opinion Mr. Boyd, 
with conditions as we heve them here now would it be poss- 
ible to manufacture gasoline of similar quality to the gasolines 
now merketed without using neturel gasoline? 

A No I know of no process that you cen get volatility from. 

2 Whet would be the effect if no netureal gasoline was available 
to enybody at all in say the Province of Alberta, in menufact- 
bring gesoline. 

A Well you would, I think you would have to buy gasoline from 
Group 3, Kenseas or Oklahome. 

Q Supposing it could not be brought in from there “ould the 
result be a reduction in gasoline quality to the consumer? 

A You would heve to, if you attempted to put e gesoline out 


teeworld be short in voletility end you would have Lots of 
trouble with sterting and lots of objections from the motor- 
ing public I em quite sure. I do not think the fuel would 
be satisfectory and you would get a lot of criticism from 
the motoring public J] ém sure. 

Whet about the fermer with his mechines? 

Well he would be in a similar position as I see it. 


Whet is the usual fuel thet the farmer buys now for his tractor? 


Third grade gasoline. 


Oo -§ O© &- © 


Third structure gesoline*’ 
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A Yes. 

Q And what else or is that the usual product? 

" Third grade gasoline is usually quite extensively used for 
ferm use and with lower compression motors. He would have 
the same trouble of starting end choking end unsatisfactory 
performance. | 

9 With the product thet had no netural contrat? 

A Yes. A product without natural. 

Q Now do you know of any refiner of eny size in the Province 
of Alberta, Mr. Boyd, who does not use neturel gasoline? 

A No T- de not Know of any. All refiners I know of use, natural, 

a) noo it is true is it not that numerous refiners actually 
purchase this product? 

A Yes I have e list of the firms we heve sold natural gasoline 
fo < 

Q IT Wish you would read thet list into the record. This is 
a list of refiners where, in Alberta, and Saskatchewan? 

A Alberta and Saskatchewan and Menitoba. 

Q And Manitoba, to whom Gas and Oil Products have at one time 
or another sold naturel gasoline, is thet so? 

A Yes’. 

TH CHAT RVMAN : Heve you 6 list Mr. Boyd? 
A yes. | 
Q I think we will just hand it to the veporter and would that 


not do equally well? 
MR. MAHAFFY: Yes that will be satisfactory. 


It is just the first page of thet statement. 


MR. FRAWLEY: Will we file it Sir? 


THE CHAIRMAN: Yes. 
| (DOCUMENT IN QUESTION IS 
NOw M:RKED EXHIBIT 675") 


MR. FRAWLEY: This is.a dist ef the refineriss 
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in Western Cenada to whom your company sells natural 


d 


gesoline? 

MR. COMMISSION®R LIPSETT;: Hes oSe@1d. 
MR ERAVL AY : Has sold yes. 
Yess. 


MR. MAHAFFY: Perheps I might read this 


list in the meantime.en 


Consumers Co-operstive Refineries Ltd. Regina, Sask. 


Home Oil & Refining Company Humbolt, Sask. 


Eston Refining Company Liston, Sask. 


He-wey hetineries Ltd. Moose Jaw, Sask. 


Beerline Refineries Limited Yorktony\ oes: 


Gold Standerd Refinery 


Naturel Sodium Products 


Anglo Canadian hKefinery 
Huff Refining Company 
Monareh Refinery 

Monarch Refinery 

Lion Refining Company 
Becker Refineries 

Gerrot River Refineries 
Fraser Refinery 

Gas end Oil Products Ltd. 


Hydro Pete. Refinery 


Northern Petroleum Refinery 


Now do you know 


whet purpose, Mr. 


Wainwright, Alte. 
Expanse, Sask. 
Rosetown, Sask. 
Brandon, Mén. 
Lethbridge, Alta. 
Calgerry, Alta. 

Ce leery, .ALGa. 
Calgary, Alta. 
Hertell, Alta, 
Melfort, Sask. 
Wainwright, Alte. 
hartell, Alta, 
Rea Deer, Alte. 


Kamseck, sask,. 


Boyd, these various 


people have in purchasing this product from you? 


ell to tuild up their front end volatility end control 
their volume renge in the front and obtein starting and 


acceleration characteristics of the fuel. 
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a. Boyd 


These are all smaller independent operators are they not? 
I think they are all, as far es I know, they are small 
with the possible exception of the Consumers Co-Operative 
end that is a fairly good sized independent. 

Thet is the Regina concern. 

Regina. 

Ma. soOMM Los IONER. LIPSETT: were they all bought for.the 
purposes of blending or was it sold separately? 

For blending purposes as far as we know. You see the fuel 
Sapo euateble, 18 pound.or higher is not suitable for 
motor fuel and when they buy it they are undoubtedly using 
fomorWwlending purposes. to..control, their voleblhity. 

MR. MAHAFFY: 4n 18 pound gasoline could 
not be used in a machine and run it? 

ic non that. type -- 

That is what Mr. Boyd is getting at, it hes to be blendec 
to be of any practical use. Now Mr. Boyd just to back up 
a little bit on the development of the operations at your 
plant. The first installation was the absorption plant 
itself? 

Yes, 

Then later I believe what is known as a skimming plant was 
installed? 

Yes. 

For the handling of the ‘crude oil? 

Yeo oir; 

And you have for severel years now been manufacturing third 
structure.geasoline at thet plant? 

Ves oir. 

It is eae joint operetion of the skimming and the absorption 
plent? 


Yes. 
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And have you been using natural gasoline for blending 
purposes in the manufacture of your Purity 99 third 

structure gesoline? 

Yes we have always used natural. 

And when was the manufacture of Purity 99 third structure 
eesoline commenced? Just roughly. 

In the winter of 1934°'I would say probably was about the 
dete, under the name of Purity. About November I guess. 
November 1934° 

i Would think so. 

And I suppose you actually swung into substantial production, 
wad @ole jim tie spring of 19357 

Nee Our sales increased of course considersbly in the spring, 
naturally. 

Now I believe Mr. Boyd there hes been further additions made 
to the plant this yeer, namely a cracking plent? 

yes we have installed a modern, a small modern Dubb'ts crack- 
ing plant. 

Now wGnis isa cracking process. 

tiieeis sa cracking process. 

And is this operated in addition to the skimming plant and 
the absorption plent? 

Yes, It varies in different phases of the operation, 

Whet is to be the function of this new installation? 

The cracking plant takes what we céll the top crude, that 

is the residuum remaining after the extraction of the straight 
run product, straight run gasoline or kerosene, diesel oil 

or anything we might be able to extract and sell as straight 
run, we have a residuum whet we cell top crude, which previous- 
ly there has only been a very small market for as a fuel oil. 


We take this and charge this to the cracking unit and produce 
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about 55 to 60% gesoline, high grade gasoline with pretty 
low sulphur end the octene rating is much higher of course 
than on the straight run product, 

Q Now this cracking process, the Dubb's process, Js thet 4 
modern cracking installation? 

A Oh yes I do not think there is anything more modern than 
Meagwersal O1is\ Dudbts process, I think probably it is’ just 
es modern as you could buy. 

Q Now I understend thet as a result of the installation of this 
cracking plant that you will now be in a position to manufact- 
ure Q brend gesoline and tthyl gasoline? 

A Yes, we will be in a position to leed the cracked gasoline, 

a blend of the cracked gesoline and natural gesoline and it 
Will be leeded up to the required octane for standard grade 
and Ethyl grede., 

Q Heretofore you people have not been manufacturing this. type 


of gasoline? 


A No we have not manufactured it previously. 

Q Now in the future will you still require natural gesoline 
for manufacturing your third structure gasoline? 

A Yes.’ There if no’ chenge in’ the third structure at ell. 
The third structure gasoline will be the seme es it hes 

previously been. 

Q The installation of the cracking plant won't make any dif- 
ference on thet? 

A No none whetever. 

Q Will you require naturel gasoline for blending with the 


output of the crecking plent to produce your Q br:nd and 


uthyl. 
A Yes the crecking plent sill require probebly 750 to 800 


gellons of natural gesoline per dey. 
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a) Now Mr. Boyd I put this question to you, without the use 


of netural gesoline could you put out « standard gesoline, 
Q brand thet would compete with other standerd trands on 
the market? 
TH CHAIRMAN: Thet were or were not using 
ae 
A pure they all use it. 
Q Thet is queried by other witnesses. Some say while it would 
De more sxpensive it could be made without adding naturel 


gesoline. 


MR. MAHAFFY: Tl Will put tte you this wey 
Mee BOVd. 
eat ene RM AN: 1 just brine that toa. your neti de, 
VR. MAHAFFEY: Yes end: ]..em cled you. did soir. 
Q Without the use of naturel gesoline could you manufacture 


stendard gesoline that would compare in quality with the 
Sstanderd gasolines thet are now on the market? 

A No. Any gasolines thet are on ths market here are all blénded 
with netural gasoline. To be competitive we would have to 
use néeturel gasoline of course. 

2 fnd you are satisfied thst your new cracker installation is 


the most modern thet you could build? 


A Yes I do not know of any better process personally. 
2) Now ens.er me the seme aquestion with respect to sthyl geso- 


line. Could you manufacture ithyl gesoline whieh will be 
in the seme compstitive renge as existing sthyl gasolines on 
the merket, without using neturel gasoline as a blend? 
A No. Ethyl geesoline end Q grade gesoline as fer volubility 
goes in most comnanies are out of the seme gesoline. It 


is in the octane rating only they differ and I think you 


will find they compare out here in western Cenada. 
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Se thet the same thing applies to the sthyl gasoline you 
will require the naturel gesoline? 

Yes. 

THE CH.!.T RVLAN ; Well I think we will not start 
a new suodject now Mr. Maheffy. 


{At this stage th> hearing wes adjourned until 28.00 P.M.) 
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LAYTON ALLAN BOYD, having 
boen recalled, examined by Mr. Mahaffy, saids 

G Mr. Boyd, you were disucssing this morning the use which 
was mede of naturel gs solino in the manufacture of gasoline 
at your plant and generally in the «crovinese of Alberta; 
now thore has been some evidence suggested or given to this 
Commission, Mr. Boyd, that it is not necossary that natural 
gasoline be used in the production of gasoline. Now you have 
had experienee in the United States and also in Canada. 

Vill you give the SYommission your views with respect to 
the effect of climatic conditions and generally the condition 
of that? 

A Yes, it is quite obvious thet the more severeclimatie conditions, 
thet is in cold years, the more natural gas or the greater the 
volatility must be to get eguel performence in tho motor fucls. 
It does not teke as much natural gasoline or as higha 
volatility fur sey Oklahoma as it does for Western Canada, 
Alberta. That is quite obvious and I do not know of any 
company in Oklahoma, GaLifornia or any of the oil States 
in the United States that does not use natural gasoline in 
their better grade gasoline. 

Q And would there be ineluded in that group refineries who do 
not produce from their own properties, natural gssolino? 

B Oh, yese | 

Q And these refineries Tee ieee this product from producers, 
do they? : 

A Yes, we have shipped gasoline to the Tidal Oil Company 
of Bayonne, Nev Jersey, from West Texés; we have shippod 
some gasoline from Oklahoma to Celifornia. Wo have shipped 
the Standard Oil Company at ‘hiting Indiena, the Shell at 


Head River, Indiana. They are some that I can remember. 
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We shipped practically all over the United States from 
Celifornia; so far as I know all those companies that 
wamted it, this Indiana and the Shell, are both producers 
of gasoline and they were buying natural gasoline in excess 


of their own productione 


And now would it be feir to say this, that in view of climatic 


ecnditions in this more northerly part of tho world, that 


gasoline is even more essential here than it is in 


natural 
the United Statcs? 

Yes, it would be, that would apply to any country that is 
cold, the colder the tompcrature gets the better the front 


ond volatility must be to got equal performance. 


Now then while you were engaged in this businoss in the United 


States did you on eny occasion ship natursl geseline to 
Cenadien refineries? 

YesSe We have shipped considerable gasoline into Canada 
alone, when I was vith the Trans-3°9ntinental O11 Company in 
Oklahoma. 

“hen you say "gesoline", you mean "natural gasoline"? 

I moan natural gesoline, yes. 

where was that shipped to? 

I cannot remember all the places but .innipog was one of the 
points we shipped te, considerablo sasoline to “.innipege 
In considerable quantities? 

Yes, I would say probably, it was not great perhaps for 
this compsny but I would say we averaged © carload @ week 
to Winnipeg in the winter time} that vould be probably 
through the years 1922, 1923, 1924 and in thore, 

Now just perhaps one other point which should be clarified 


possibly. You have been speeking of vOlatility, has that 
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anything to do with octane? 

No, only indirocctly. As a general rule the more voletility 
the gasoline has the higher the octene rating!  nuw that is 
particularly so with the natural gesoline, the base stock 

of natural, it will vary considerably but the two principle 
volatility constituents of natural gssoline, that is pentane 

6nd iso~‘*entane and normal butane, pentane is 64, iso-pentano 

is 90 and normal butane is 90. 

From that you will obviously 
soe that prectically any gasoline will have a high octane of 
course, but volatility and o¢tans only indirectly raises that, 
otherwise you have a very high octane gasoline, that the 
yolatility would be so great that you would not get. satis- 
factory performance. Now you, take g wotor fuel we will say, 
that it might have 80 octane with a ten percent boiling range 
of) 160, Now you are going to have plenty of trouble with 
that gasoline in the vinter time in Alborta. 

And the whole object, as I appreciate your statement, the 
whole purpose of blending naturel gasoline is to inereass 

the voletility? 

Yes, sssontially. Of course, as I mentionod this morning, 
we do get an indirect benefit of a better lead, tetra-ethyl 
lead susceptibility; that is by the introduction of natural 
gasoline into your base motor fuel you reduce in nearly every 
case its lesd reouirements for any given octane. 

And that makes it unnecessery for you to introduce as much tetra- 
ethyl leed into the product? 

Yes, we do not have to use as much tetra-ethyl lead. 

TH CHAIRMAN: Mir. Mahaffy, as a matter of 
satisfying my curiosity perhaps, the point you are making 


would appear to be an intoresting one and might indeod be 


_ Piaget ty Phe 
rs 2 ee Oo as™ ws 


-* 
4 
Hl 
a 
‘< 
“| 
} 
af 
feo 
? 
be 
2 
+ 
ih 


i 


nedies eh *eht . ott fcoes Lotgren, Th ataait hanes * 


“~ 


: 3 4 a a Ae 
% ey . } 
— 4 ~ e ee . LE ! a ahd date MALE 
“ 4 o , 
- xi 4 f \ 
i 
/ ‘ ; 
a) as 5 0, eee } 
rae bine RS: ah Sa 
' 
? r 
i 4 —'s are Ped io 
7“? v2 ’ ‘ Le og y i 
Fe Spt) ’ ¥ +a Z 
a 
< ly oar le 
ae rung . : Whe “wits 
ak Ft $ ‘ i t wr 7 3 ote ee 
CAs 1 
5 f . 
2 . 4. a gs ba! nee ie ‘ a i 
Zz ; me : (te fy ea ASS vs 


t ual Saal Bes, Pe meaty 
es: ‘ee Pe se 7 } b Se Slt fd 9G bit uh :% Kae ¢ fe ; 20 ed Boy 


pe 
oe 


5 
“ 
re: 


’ * my 
ate g {pe pively eee B - 
sine BS PO ee , ee i Pe abe ir he ESESTR 3 os ne a: 8 i 
. 4 } 
e sf wa vitae e 
: - . / ; 
ag oP gy iy Bo eee a + i eae i Gite a3: af LS 
a <2 . ; * 
' ai 
* te i he oye re ies PF big Sata ee i as 
3 ‘ it ees : yee yt S Cty ide haw oye? i 
a3 ' a ae 


t 
o 
Ant ons eae ae 
ey P 3" 4 ‘i he an 4 fae aye re 
. or 
he he oh wr ee a es, 6% 
' : ee Pout ae ; Leyes PGS Ge IR RP oe 
& r 7 
; ee { y te 


; 
’ 4 i> j sey oe 
‘ z feet S) 
. . ~ +h 
>» Bi wp — y 4 he abe ; we a! 
. Babe Wb. Wael vt hed 4 ea ’ ve) et Ko fe s090° = 
a} . . " ¥ ‘ Dy 
: a 


? , ike} Gis wht 
Pedto-eited .feel (ot ad ae ec soe neal 


C-3 Mo pea vale 
4 re i4 


eo a. boyd 


a very important one. How is it that you did not appear 
and esk these questions of Dr. Brown, conceivably one of 
the greatest experts in the United States, who was here as 
a witness, a witness upon just such subjects. 

Mk. MAHAFFY: Well, sir, I do not know 


Wiest 1. can Say to that. Wo were not here of course. 


THE CHAIRMAN: That is perhaps a sufficient 
ansver. 
Mr. MAHAFTFY: well I did not mean that to 


be the complete answer. 

THis CHAISMAN: I am thinking from your own 
Standp oint. Assuming this is right and I am not now querying 
the witness's evidenco or his statemcnt one wey or the othor, 
tut hero is a man that is held out to us at least as one of 
the rcofinery experts of this continents there has been no 
question about that and this comes to us now as a new feature. 
WITNESS : it will be of thvereat. 

Mr. Chairman, I think, I have a book by Dr. Brown written 

in about 1930 on natural gasoline with respoct to volatility 
ehd ell this. I can supply that book to the Commission. 

THH CHAIRMAN: You cen certainly put in 

any part of it you like and say that your opinion correspondr, 
that the opiniun thoro expressod is your opinion, and the 

Only weakness of that, is you ean soe yourself, is that he 
may have changed his mind since 1950. Many experts do in 

the course of 9 yearSo 

UITNBSS: Yese 

TH SHALRMAN: Bspecially vith new processes 
in refining,coming in. However that certainly would be of 


interest, Mr. Boyd. Well I pass the points Lf am not 
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offering that as a criticism, Mr. Mahaffy, but there it 

is. I am becomin; for myself, becoming seized of the 
importence of what you say today, for the first time. 

MR. MAHAPFY: Well, sir, it is probably 
regrettable in that light, that it has turned out the way 

it has, but if I may say so, sir, it has been something 

like the Conservetion scheme, the theorectically perfect 
way for anybody, any producer or refiner, no matter how 
lerse or how small it would be, to be here at all times 
during the past twelve months and be purchasing the valuable 


transcript of evidence. 


THs OSCHAIRMAN: Dre Brown was only here 

a few days, you know. 

WRe MAT ANTYs But my client felt thet 
that expense could not be justified and consequently we 

have at times, 4s Your Lordship knows, probably some times 
been out of touch with the proceedings that have been going 
on here, although we have been keeping as close touch as 
we could. 

THE CHALRMAN: You may be in a sound 
position but certainly it would have hac the added force 

of an additional witness of perhaps intornational reputeatione 
That does not, of course, in any way detract from the force 
of what Mr. Boyd himself says. It does not enter the field 
of controversy and that is perhaps an end of it, that you 
‘should be concerned. 

MR. FRALEY: The most of Dre Brown's 
evidence, it would heve afforded an opportunity to ask him 
his views on the proposition which my friend makes, as I 


understand, that it is essential, not that it is a veluable 
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constituent but that it is an essential constituent and 

thet one csnnot function in this area without it and that 

is the Neat point reelly es I see it. he night have been 
asked about that. 

THs CHa TRMALs Of course, as my associate 
says, it may be that you are entitled not to concern yourself 
on the assumption that the Sonserveticon Board would deal 
with it in a wey satisfactory to you, without every having 
to appear beforo use 

MR. MAHSSTY: Well that in a sense is 
true, sir, but frenkly the submissions which we make here 
today, we have in effect and I might almost say in detail, 
submitted to the Conservation Board. 

THE CHAIRMAN: Well I interrupted you 
perhaps without reason, Mr. Mahaffy. 

Mie MAHAPFY: Now Mr. Boyd, just to 
repoat that, it is true then in considering the value of 
natural gasoline as a blending agent, that the octane 
importance is not the resl objective? 

No; I would not, that is only an indirect result of the 
addition of naturel gasoline. 

Yese Now then taking the production of a high octane gesolin: 
product, not the cracking process, would it be fair then to 
sey that even in that type of product in this country that 
volatility must bc secured? 

You mean by the addition. of natural? 

By the addition of naturale 

I would think so, T do not believs that you can make a 


satisfactory fuel, and another thing at the @wessent time 


wey 
Pe Ghee ae oa 
Sas fet wake an99 setdanndoyee: 
} hel oie Ey “ab by souacetae 


5 Pa 
e ra ave 
- bad ae Cas : b 


we ~ er ee: eh ee x 
Seiad evel Kade she Ste: ote 8es ft 4s 


oa 
>} Pte , A se. Sy J > 
s i 
LOND eal) . 26S eve (eRe: LY ‘ E 
e, “ . ’ : : : we = A ’ 
‘ ’ : : . we Bret ich % i 
- a - rw 
ago?rT ad onhen..of Joa JoLtlaiie st 
ey an Gl aee hs penises et nated te 
‘ oe mea PD aie a iGs 
fs ’Y bavot, aoe? oameindt ce Soi 
wis . OU Gs, fae f 7 tate Ge y ‘ 
eee y ran 1B er ae Sed ade 
Lind a ok Fale 


4 a % oe fo ie 
Yai vasye Todt de. VO: vs 


te . mB i hn re ’ 


S 4 * 
a ae ee, 
ravyvites 


C-3 
7 


~ 15,477 - 


le Ae Boyd 


y.) 


£9 


the gasoline being produced here does carry an appreciable 
amount of gasoline; the front end volatility is what I 
would consider oxcejzlent, much better than possibly the 
Oklahoma. due to its additions. Now any company that 
attempts to go out and sell a fuel which is not competitive 
with the front end volatility, is going to be into trouble 
right away. 

That is marketing troubic? 

Yes, trouble with the motoring public. 

So that your view would be that if natural gasoline and tho 
vecLatility that goes with it, were available to one marketer 
of petroleum products in this province and not to another, 
that the competitive position of the latter in the market 
would be seriously projudiced? | 

Undoubtedly. 

Now Mr. Boyd, will you give in approximate figures, the 
natural 2 asoline requircmmts of your plant per day during 
rocont times? 

Our consumption is aetually down about 5500 gallons per 
daye 

5500 gallons per day? 

YeSs 

And that ne tural gasoline has been produced in the absorption 


plant which you have described to us, has it? 


Ye6S~« 
MAJOR LIPSETT: ts that at the wesent tine? 
MR. MAHAFFY: That is for the past few 


months, Mr. Boyd? 


YesSe 
Would that be the average for say the last year or year and 


a half or was it higher than that? 
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Our gas volume has been reduced by about 60% in the last 
year or soe. However the content has come up somee It 
does not mean thet you have only a 60% recovery as of then. 
I do not know hardly, I would have to look through, I can 
give you a currect statement on that. Probably that would 
represent half of our production a year and a half ago. 
Yese Well now when you say your gas has been reduced by 
about 60%, you are there referring to the natural gas which 
has been run through the ebsorption plant? 

Yes. 

And that has been cut by about 605; as a result of the 
Conservation Board's orders? 

Yese 

Is that right? 

Yes. 

TH CHAIRMAN: Nov Let me understand that, 


does it apply to natural gas, that it is cut 60%? 


MR. MAHATFY: That is right. 
MAJOR LIPSETTs Which vrder was that? 
MR. MAHAFFY: Sir, perhaps I should just 


explain that. The Gonservation Board's order as applied 

to the gas-cap became operative in March, I believe, Mr. Cottlo 
of this year? 

MA. COTTLE: Yese 

LR. MAHAFFY: And the effect of that order 
was to cut down the naturalgas production of the wells on 

the BAS"-Cape ‘The natural gas, tail gas as it is called, 
from those wells,is tho gas which is run through our absorption 


plant and from which is recoverod the naturel gasoline. Now 
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What lir. Boyd means is that, since the Sonservation Board 
¢ame into the picture, the amount of gas aveilable to this 


plant has been reduced by about 60%. 


MAJOR LIrouT?s That is for tail gas? 
Mi. MAHAPFY: For tail gace 
MR. FRALEY: Mr, Cottle queries that, 


Mr. Mehaffy. It was reduced to 25% of open flow as 1 

understand. 

Mre MAHATTY: You mean he gueries the 
60 60%? 

MRe PRAWLBY: Yes, aS a result of 

Conservation Board orderse 

THE CHALRMAN: Something is a fact and 

you might telk about it for a minutes and no doubt yuu can 

settle it. 


Mr. FRAWLEY: Thank yous 


( An adjournment of five minutes was here taken.) 


( Go to Page 15,480 ) 
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Merk. Boyd. 
MR. PAHAEFY: In this point that has come up 
[I do not know that it really makes any difference. We 
have not got it sorted out yet. But, perhaps, we can 
put the situation this way. VEGiL, thes Order) of she 
Conservation Board was made last =pring, ure Boyd, what 
was the daily tail gas throughput of the plant? 
fowat OO Umi Llion. 
See iiion fest per day? 
Tea. ou or SLs 
THE CHAIRMAN : YOU. Say, tald eos. Perhaps won 
Pen lemocr oe Tveres your definition, lr. Mahaffy, of tail gags 
Tail gas is what? 
Mie MAHAPEY: DP ee gnaw: 8 ayn Ok, omer, Gade sees 
Pamene, Danure Wasi) which beeyes the mechaniei]1 separator 
e7eane well ‘site. 
THE CilxTRMa®: Yeo.) Wemawe head. so many, 
Geranotions . just wanted yours on, the record so that when 


fe 


your witness tclks about tail gas we know what he means, 
ho fiatter how it might have been otherwise defined. 

Bit. MiAHARPY : For the same process, as fam ag 
these varticular wells we are talking about are concerned, 
the gas leaves the well with naphtha in suspension and 


eces through the mechanical separator, which Mr. Boyd 


described. 


TH! CoaATRMAN: Yeas 
PRs HAHAF EY ; Yhich knocks out or recovers the 
naphtha. Then the gas leaves that separator and we call 


that tail gas and it goes to the absorption plant, where 
natural gasoline is extracted. 


Now, prior to the coming in of this Order, Mr. Boyd, vou 
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were running through the plant about 30 million Gubic feet 


Oo eas per day? 


approximately. 

THE CHAIRMAN: And that was when, Mareh I think? 
MR. MAH FPFY: That date is a little indefinite. 
MR. FRAWLEY: Is 20 Order No... The tao the 


28th of January last. 

MR. “AHAPPY : PUG Lt this way, priexr to the 
Order made by the Conservation Board early this year with 
respect to gas production, Mr. Boyd, you were putting through 
epewr oO Million cubic feet of gas, or 31 million eubic Test 
Of 2as per days 

Yes, approximately. 

THE CHAIRMAN ; that was the firsh Order of the 
Board which affected you at all, Mr. Boyd? 

Yes, that was before the first Order. We were prosessing 
that before the Order went into effect, about 30 million 
cubic feet. 

i say that is the first Order which affected you at all? 
Fes. 

THE CHAIRMAN: We can easily find out when the 
first order was, cannot we, Mr. Cottle? 

MR. COTTLE: Yes. It appears to be the Order 
dated January 28th, 1939. 

MR. MAHAFFY: | Hrfective when? 

THE CHAIRMAN: | and after that Order what did you 
fee, wis Boyar 

MR. aAHAFFY: How ttuch gas has been put through 
the plant since that time, Mr. Boyd? 


THe CHATRMAN : Tail gas? 
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at the present time we are processing about 12 million, 

12 to 15 million. That is about as low as we can operate. 
if i remember correctly, there was a first reduction to 
some 20 million, which reduced it from 30 million to about 
60 million, and then there was a later reduction, if I 
remember correctly. 


MR. MAHAFFY: Ll really do not think anything 


ey 


turns on the actual figures, but if Your Lordship thinks 

it does I will get these Orders and actually file them. 

THi CHATRMAN;: i pave no i¢e4, Dut f gasy wented 
to be Sure i wos getting down anything you considered 
important. 

Me. .ABAPPY : The important thing now is they 
eo Only ruining through the plant 12 million cubis Tees or 
eas per day? 

meor 15 Million, yes. 

Tit CHATRMAN: and you say that the reason that 
the smaller quantity is run through now ns opposed to the 

60 million that originally was run through, is because of 
the Orders of the Jonservation Board. Do i understand that? 
foe jolt. 
MR. COTTLE: I may say, Sir, that the Urders 
of the Conservation Board have at no time restricted the 
wells supplying the Gas « O11 «roducts plant to below 

25% of the open flow, which has been provided in the 
Regulations issued under the Oil and Gas Yells Act. So 
quite apart from the Order of the Conservation 3o0arfi, the 
Cil and Gas Wells Act Regulations restrict production to 
that point. 

MR. COMMISSIONER LIPSETT: Does that mean that these 
Regulations were not being enforced previously and they 


are boeing enforced now? 


re 
pata ls 
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MR. COTTIER: Yes, I think that is precisely 


what it means. 


THE CHAIRMAN : cave we them in, Mr. Frawley? 
MR. FRAWLEY: No, we have not got the Oil and 


Gas Yells Act or the Regulations made under them. We will 


put those in. 


THE CHAIRMAN: Exeuse me, Mr. Frawley, just 
Woadke 1 have the thought. Did the act itself make the 


limitation to which Mr. Cottle refers, or the Regulations 
Geaer the Act. Which, or do you know? 

MR. MAHAFFY: I think it i8 in the Regulations, 
My Lord. 

MR. FPRAVLEY: The Regulations were made by 

the ieutenant-Governor-in-Counci]l under that Act. I am 
pretty sure it was by Regulation. We will find out and 
Dre. 2G Apropos of that, what Mr. Cottle says is there 
was a schedule accompanying the Order of which we speak, 
G@erea the 2oth of January, Order No. 5. That Order does 
contain a number of allowables set ooposite cach well. 

=r. Cottle tells me that figure was arrived at by 
determining the maximum under the Oil and Gas /ells act. 

It now eppesrs the Orders of the Board were in effect merely 
prescribing the amount fixed by the Oil and Gas Yells Act 


Regulations. 


THE CHAIRMAN: You understand that, lir. Mahaffy, 
do you? 

Mae PAHAPRY: Yes, I understand. 

TH CHAIRMAN : I want to know if the question----- 
MR. FRAVOBY : | You might say the Conservation 


Board has not exercised what you might call its own 
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jurisdiction yet in the matter of conserving the gas. 

i suppose that is what it amovnts to. IT am only drawing 
LnPerences. 

TH! CHATRMAN;: | ALL it amounts to is that the 
Conservation Board has made an unnecessary Order. 

Mie PRAWLEY ¢ as adopted as its own Order the 


Order made under the Oil and Gas “ella Act. 


TH CHsTRMAN: WHICH we sid Ibn, Tones hom Ae Gy 


and the Regulations made thereunder? 


MR. FRAWDSY: Yes, 10 has been in Pores. great 


humber of years. 


THE CHATRMaAN : and the Regulations under it? 
MR. FRAWLEY : Vell, for how many years I do not 
Know. It was some time ago that the Conservation Board 


Wee eiven the duty of administering the Oil and Gas Wells 
“et and the Regulations made thereunder. That is now the 
Buty or thet Board. Ib 18 like that Dridling, Of Wells 
that we heard so much about. Those are things that have 
been given to this Board from another Statute. 

THS CHATRMAN: Vith the passing of the Con- 
servation Act or some time thereafter? 

MR. FRAWLEY: The administration of the Oil and 
Gas Vells Act and the Regulations made thereunder was 
transferred to the Conservation Board from the Department 
of hands & Mines. 

MR. COTTIER: That is right. 

TH” CHAIRMAN: But this particular Regulation 
of which Mr. Mahaffy complains or at least complains of 
its enforcement was the act of some previous body and not 


of this Jonservation Board. 
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G. A. Boyd. 
MR. FRAWLEY: =assentially, and you might say 


adopted by the Board and turned into an Orues of the Board. 


MR. GOT?TLE: Yes. 
MR. FRAWIEY: Orier No. 5% 
THE CHAIRMAN: Yes. Et would be interesting to 


know, Mr. Frawley, if it was made as a result of independent 
investigation and decision OF AS merely eeceépting a 
Regulation. 

MRe FRAWLEY: Well, I cannot spéak vas” toi thats 
You, understand, Mr. Chairman, the Cil and Gas Wells Act is 
Provincial-wide and that the Regulations in effect, of 25% 
Of the open flow, applied as much to the Edmonton Gas 
Company's wells in the Viking field as they did to Turner 
Valley. it is rrovince-wide. But to answer your questions 
Srecitacally I. just cannot, of course. 

THE CHAIRMAN: ALL Piesht.s » 1 sappgose you ‘Say your 
HOint still stands, Mr. “ahaffy, that no matter who made 

Bae heeulations, it is the duty of the Board now--~-—= 

well, I am just questioning that even. Has. the Board, Mrs 
Frawley - this is all a new subject and you will forgive the 
Mevorruocion but [ am tryine to gét a draftt of the pre= 
liminaries of it. 

MRs MAHASEY: Perhaps I can say this, which 
Gould help to clear it up, and that is that this restricted 


production has been in effect now since early this year. 


MR. FRAYOBY : Has been in effect? 
MR. MAHAFFY: Has been in effect as far as my 


clients are concerned. IT mean it has been enforced, shall 
T put it that way, since the Spring of this year. as far as 


my clients are concerned, I do not want Your ‘ordship or 
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Le &- Boyd. 
Mr. Commissioner to hnvé any false impressions. We are 
not fighting conservation. 
THE CHATRMAN: Ye understand. 
MR. MAHAPFY: 4g a principle, and we have not 
faken any steps nor put forward any argument-~---- 
MR. FRAWLEY: i£ can now make a statement as to 
where and when it came about. The Oi1 and Gas Wells Act, 
Pee Coairman, if Chapter 46 of 1931. It is properly called 
Pine, Ol) €ud Gas Walls Act, 1951." That. is) ite meme. 
iene Chapter 46 of 1941. It came into effect upon assent 
and it was assented to on the 28th of March, 19341. So 
it has been in effedt since that time. The Act cites - 
fe os a Vory short Statute prescribing for the empowering 
of the Lieutenant-Governor-in-Couneil to make Regulations 
Cie srcot variety of subjects, and one of therm is"zeneralis 
fo Couseryo cas and oil OF to prevent waste or improvident 
disposition therecf, to prevent the production and disposal 
e tatural gas or oil in any manner likely to threaten the 
common reservoirs therecf with premature exhaustion, or to 
compel the drilling for and the marxeting of gas and oil in 
accordance with the most approved practices; to require 
the cleaning out or deepening, or Poth, Of any welle; and 
to control the production, transmission, distribution, sale, 
disposal and consumption of all natural gas or oil produced 
fa #eper ta.” 

Now, anothcr clause that, perhaps, 

I should call your attention to is the one immediately 
following it. "Prescribing the maximum price at which 
fuel oil produced at any well ghali be sold at:the well 
to purchasers taking delivery thereof at the well, or thet 
Such price shall be the price as fixed from time to tire 


by the Board of Public Utility Gommissioners; and prescribing 
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the terms and conditions of sale thereof." 


THE CHATRIAN: They are made by the reciteheehe 
Governor-in-OCouncil? 

MR. FRAWLEY: Of course, by the Lieutenant - 
Governor-in-Council. 

THE CHAIRMAN: Sli righnt...,Reter baekuto. the 


act and see if the Regulations are given the force of a 


statute. 


MR. FRAWLEY: Pections Ss Subsection” a,uresds: 


NAVI saoh rogeulations when midc shsall,, unless and 
"until disallowed by the Legislative Assembly at its 
"Session next held after the making of the same, 
"have the same force and effect as if they were set 
Poon set Leneth in this ‘Act." 
Then the Regulatians ere called "Regulations Under The 
Oil and Gas Wells act, 1931, Respecting Drilling and 
Production Operations of Oil and Natural Gas Yells Made by 
Order-in-Council dated the llth day of January, 1929, and 
Numbered ©. C. 45-39." and the one in question is 
Regulation No. 38. 
THE CHAIRMAN; I am sorry, where is that 
Peruleatbion, in the Gazette? 
MR. FRAYLEY: Yes, it could be found in the 
Gazette. Bub the only thime (I can give you is the dave 
and the number. The number of the Gazette is not here. 
The Order-in-Oouncil is to. 45-39, and probably the first 
or second month in 1939. It is dated the 11th of January, 
1799, end Heculation 58 says; Subsection 1: 
"No oil shall be stored in unprotected earth excavations 
"or in storage receptackes which, in the opinion OL the 
"Board, are inadequate or likely to cause waste or loss, 


"leakage, evaporation or fire hazards." 
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Now, "Board" means the Board constituted pursuant to the 
provisions of the Oil and Gas Reserves Conservation Act. 
Subsection (2) says: 
"All oil tanks or batteries of tanks must be. surrounded 
"by & dike or @ ditch of a capacity equal to that of the 
"tank or battery of tanks, such dike or ditch to be 
"maintained in good condition and free from high grass, 
"weeds or cumbustible material." 
Subsection (3): 
"when natural gas from any well is being used, the 
"production therefrom shall be restricted to the market 
"demand and in no event shall the production exceed 
"twenty-five per cent of the open flow capacity of the 
"well, provided that the Board may, in its discretion, 
"allow such additional volume to be used as it may 
"deem expedient." 
Subsection (4): 
"All fires used by the operator for any purpose shall 
"be su safeguarded by sufficient mechanical or other 
"means that no hazard to surrounding property shall be 
"Nereated." 
And Subsection (5): 
"any rubbish or debris that might constitute a fire 
"hazard shall be removed to a distance of at least one 
"hundred feet from the vicinity of welis, tmks and »vump 
"stations. All waste material shall be burned or 
N€disposea of in such a manner so as not to create any 
"fire hagard to the wells, tanks and stations or the 
"nollution of any stream or any fresh water stratum. 


"No salt water and no drilling fluid shall be 
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"permitted to flow over the surface of any land." 


TH: CHAIRMAN: What section is that? 
MR. FRAWTEY: The principal one is Subsection 
(9) of Regulation No. $8. Now, I think it should be called 


to your attention that there were Regulations which preceded 


} 


these, because this is only January, 1939. There were 

Regulations which preceded these and which prescribed the 

Open flow, so I think I should call your attention to the 

Gea 1esulat_on. and these are Regulations which begin 

in 1941. And then I should give you the numbers of those 

Orders-in-Council, the orders which establisn these earlier 

Peoiiavions. There is 669 of 19351; 997 Or Doses 

Memotigoo.. 259 OF 1993; 1066 of 1995; Lidsot 1936. 

See Of 1356: 438 of 1936. Now, 71 of those Regulations - 

aud, Of course, I am reading now from a composite of those 

Regulations, so i cannot at the moment tell you when thig 

eworen | an about to read first became effective. Buy 

1h reads: 
"When gas from any well is being used, the flow of 
"oroduction thereof shall be restricted to forty per 
"gent of the votential capacity of the well, as shown 
"by the last monthly gauge, provided that the Minister 
"may, in his disoretion, allow such additional per- 
"centaze to be used as he may deem expedient." 

That 71 is now 328 of the new Regulations of 1939, which 

were the first ones passed after the Board became charged 

With the administration of the «ct. But this was before. 

This was when the Department did the administering. 

TH! CHATRMAN: and that was forty. 


MR. FRAWLEY: Forty per cent, yes: 
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By BR. Boyde 
THI: CHAIRMAN : 18 that opvosed to the 25 now? 
MR. FRAWLEY: 48 opposed to the 25 now. It 


has been restricted to 25. 

THE CHATRMAN: Yas the difference between the 

e5 and 4C the Conservation Board's work or the Department's? 
MR. FRAWLEY: They are Regulations made by 


Order-in-Counecil, by the Lieutenant-Governor-in-Counoil. 


THES CHAIRMAN; Reducing it from 40 to 25? 

MR. FRAWUBY: Less 

THE CHatRMaN: That is an Order-in-Council? 

MR, FRAWLEY: That is an Order-in-Council. 

THE CHATRMAN: Prior to the intervention of this 
poard or not. This Board only recommems, does it not? 

MR. FRAWLEY: That Ls all, 6s Ter @s this age 


is concerned . 

THE CHATRMAN: Alii 7 em trying to get at is 
not to place the responsibility but to find out whether a 
Regulation has been passed, which by virtue of the provisions 
in the Statute itself, has the force of Statute, by which 
this Board is bound, and except insofar as in its discretion 
Special allowances be made and if so is it a diseretion of 
ine 4reister or is it a discretion of this Bboaray 

MR. FRAWLEY: This Order-in-Council, which now 
it seems for the first time hands over to the Board the 
edministration of the act and there is a definition of 
"soard" and: then we find "soard" running all through it, 

and under Section 38 the Board is given discretion, and that 
is the Conservation Board. 

MR. COMMISSIONER LIPSETT: is not that a discretion only to 


increase it above 25? 


vat M55 a8 ee ay aul 
He hack hag a sift “8b ie pivon sotte 


eG abas: ‘Spaiti ne ines! “pf ont ‘ 
Md) 


itSonuiib bs eeaenits Foe Sinise aie Ww | 
Se oe a ee es eons UNG 


Sernactanieews sa ed Pore 


EPRRAOSs PESO Ke 2 SOR ee 


Gy FY wads .,k Reeincsek “Yiko Beepe See 


aba sett ‘BB 4H7 ‘Ea rebels ah - SapreD 


ear g 


i He ¥6y Ok ROD. 
‘piensa o Si ¢ Ho BREE ot ae aft Sk inion g 


Ne MER PSY ‘Bie te ailfee 
Be te 4 «awa RYE 4 me 
HOPS e LD WY) HL Be sé i pBil ee 
Ho FP SBE ah FE et 
eighty abalty * ‘Kr 6 SOE ee ED + ve rh “te 
‘ee hea ‘Bksndoondes ety tay. 
‘git peace ait Oy RE Se bie tk = ait? biti aie 3 
“toia Sf¢iei t8p: are“ ate ‘pits ips ult ‘Yo 
| Be Hie eat igs ye Satiite “Wapecleane ne iy om 
fade "ee “asietases Bett, "s: Eten Say! we ; 


: | 


Wie. re Meise 


nit vittio wollte os bi a Sie te teste 9 lhinadena 
rae meaner ae Wee. 57 YPAIe - 


le 


-15,491- 
in, 4. BOyd. 


MR. FRAWLEY: Yes, quite. "Provided that the 


Board may, in its discretion, allow such additional volume 

to be used as it may deem expedient." 

Mae GONMISSIONER LIPSH? Ts. sfridvuia. not «thatthe only discretion 
given to the Board? 

MR. FRAWLEY: AS to vthat.* Butpad yuns ahd 
through the Act, cancelling licencés and so on. I think it 

is quite right that this was the first Order-in-Jouncil 

made after the Board became charged with the administration 

of the act and the Regulations undor it. 

THE CHAIRMAN: As I am understanding it, the 


25% has been fixed upon quite aside from the Board. 


MR. FRAWLEY: You enmeventirely correet apous 
that. 

TH CHAIRMAN: And that is what now obtains? 
MR. PRAWLEY : Yes. 

THE CHAIRMAN: and the Board, I would gather 


Trem wheat you heve read, has the diseretion, .ifmat saw fi% 
to exercise it, to increase the allowable above that 25%? 
ie GOPTLE: That is quite right, and it has 
not seen fit to exercise its discretion in that direction. 
But certain wells in the Southern part of the gas-cap, 
including the wells connected with Gas & Oil Products plant, 
were allowed in this Order to produce the maximum that the 
Board could allow it to produce, without exercising that 
diseretion. Other wells in the Valley were restricted to 
about 9% as against 25%. 

MR. FRALEY : Do = understand from ‘that that 
wells that are contracted to Mr. Boyd's plant were given a 


3pecial allowable up to 25% and other welis were more 


restricted? 
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MR. OOTTLE: The wells connected with the 

vas & Oil Products plant were given allowables equivalent 

to 25% of open flow and so were the wells connected with 
mew. S.40lant, and the me ta connected to the Imperial 

No. 2 plant were restricted to almost that. They were given 
allowables almost equivalent to 25%. The wells connected to 
the iJo. 1 plant in the northern part, representing two-thirds 
of the gas-cap, were rostricted tc 9%. 

Mi. COMMISSIONER LirSit?: Were there Orders exercising 


This.discretion in behalf of the B. A. and the Gas & Oil 


eTrodue ts. 
Ves COTTLE : Beg pardon? 
Mae COMMISSIONER, LLPSETT: Were, there orders se sued by tne 


Conservation: Soard exercising its discretion? 

Ma. OODTLE: Osome Daves not exeraised any, 
discretion. 

Moov toSlCNER LIPSETT: Were. there any Orders made 
distinguishing between the 9% and the 25%? 

MR. FRAWOOY: he: Order, dtself; did theta 
you dook at the schedule. it is a well for well »sroposition, 


mm, COTTiuE: We désice to, restrict all of the 


ells on the same basis but we found thet that was physically 


impossible at the time in the Valley and we allowed those 
wells in that situation to produce the maximum permitted 


under the Oil and Gas “ells Act as a compromise. 


MR. COMMISSIONER TIPSETT: They were really in a more 


favourazle position than No. 1 plant of Noyalite? 


MR. GOPTLE: wh yes, very ‘uch. 
THE CHAIRMAN : What I am concerned about is, 


wre Frawley, I do mt know that this is importcnt at all, 


but I assume it is important or Mr. Mahaffy would not be 
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bringing 1b up, and if it be important 2 WeHt to 26% a proper 
start and understanding of it from the beginning. I think 
it is clear from whet you have read that the Board has a 
discretion. Now, the Board has not exercised its discretion 
as yet to go beyond the 25%? 
MR. FRAY LEY: thet) is pient. 
THI GHATRMAN : If it becomes important are we 
to take for granted that the soununess of the determination 
on 25% unuer the Regulations - I mean can it be argued - 
it must be assumed by us that is sound because it is 
statutory, and we cannot think about it. 
MR. FRAWLEY: The eet eaed: is that this applies 
to all the Province in restricting these wells to 25% open 
Piew., all the wells in the Province. But the Board is 
given a discretion to allow such additional volume to be 
used as it may deem expedient and that is north and south 
and every place. 
THE CHATRMAN; So that in effecw\ Hw it becomes 
important to decide,the basis of our decision is limited 
to whether or not the Board should exercise a discretion 


to inerease above the 25%? 


Pee PRAWLE Y: Tye BS. “pues 
TH CHATRMAN: That is what it boils down to? 
WRe FRAWLEY : T think do. 1. take 1t 2r0e 


this the Board could, if it deemed it expedient, permit 

50% open flow. 

THE CHAIRMAN: Is that your general understanding, 
Mir. Mahaffy? 


MR. MAHAFFY: Yes. (Perhaps I should add this, 


so that your Lordship will have all our objectives in mind, 
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Board was created by the first Statute in the 


and the second Statute was passed in the Fall 
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might preface these remarks by pointing out that the 


Spring of 1938 
of 1938. 


By the second Statute the Conservation Board was given the 


BO ene Strat Lon, a6 


and Gas Wells Act. 


January. 


THis CHATRMaN : 


MR. MAHAFFY: 


rm WD A wr UN 
TN a FRAY Spare 


Cais bs, 18 


called "The Oil 


AL ter 


after 


The second Statute, as 


Unapter 1 of 1958. 


Mr. Frawley has pointed out, of the Oil 


Now, these Regulations were passed in 


the second statute? 


the second statute. 


Second Session. 


by Section 22 of that sct it was provided: 


ifr. Mahaffy 


Lt 2s 


and Gas Resources Conservation act" and 


"Tt shall be the duty of the Board and it shall 


“have the power to undertake the enforcement of any 


"regulations made pursuant to The Oi] and Gas Yells 


"Act, 1931, whenever the Lieutenant Governor .in 


"Council directs the Board so to do or designates the 


"Board in any such regulations as the person by whom 


"the regulations shall be onforced or by whom any act 


"or thing, the doing of which is authorized or required 


"by any such regulation shall be done." 


And it was certainly after that that the Régulations, No. 


425. of 1959, were passed. 
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ie MAHAFFY; Now it is only natural 

to assume, my Lord, that after the Board had functioned 
fcr a period of nine munthe, HeBS op ten :aonths, under 
the old and under the new Act of course, that the 
regulations passed on the llth of January no doubt would 
have been recomended by the Board, that is reducing 

the allowable from 40% to 25%. However, that is just 

in passing. 

THE CHAT uiAN: Yes. 1 do not know as it 
is of any importance. I was tr,ing to find out if there 
was a rigidity that a Statute provides, effecting the 
movesents of the Board in this regard but apparently they 


have a discretiou if they wish tv exercise it. 


iRe iAHbFFY: That is right. 
wikis IAHAFE (; Now starting early in this 


year, the date of this kegulation and a few weeks later, 
after the Order of the Board was put out, which was the 
28th of January, the amount of gas which could be 
passed through our plant,<-now wind you, our plant is not 
specified but we are tied up with sertaih wells and the 
production of those wells is specified; thet total 
throughput was cut t> around 12,00U,000 feet. 

WITNESS 3 YeOs « 

THI CHATH. WAN : Now thet I suppose, while 
literally so, really uweans that, having regard to the 
number of wells you owned or controlled, when this 


a net result of 


« 
4 fon] 


allowable was applied, is gives you 
fe Mittion or 16 million feet. 
wRe MAHAFFY: That is right. 


THE CHA LEuidii: I mean to say, your allow- 
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‘ 
enges were in effect 12 or 1% million feet but if + hey 


had had 40 more wells they would have had a greater 
quantity. 
wtie blAHAPFEY; 766, thet i560; (vou Wiad 


Meret Ges ane Cll FProcuets rontioncd «© b SLk. 


THL CHALKE: AN: Just by the well. 

liRe MmAHAITEFY ; Just by the well. 

THE CHATHAOAN: I understand. 

oRe HAHLEFY: That all happened early 


this year. wy clients have not taken any steps to 

have that Order set aside or varied or anything of that 
sort. They have been getting along with some restrict- 
lons on the allowable that the wells have been given; 
ain other words that 12 million feet. They do not feel 
that thet le million feet is quite enough but on the 
Other hand if the matter had rested there, there 
probably would have been no complaint but in September 
of this yecr us your Lordship knows, the soard then 
proposed a further Order. 

THE CHATHR.AL: Now we haé that filed 
the last time you were before us, did we not, those 
letters. 

“Re MAHAFFY: iy learned friend tir. 
Suith objected to my dealing with it at all and J do not 
remember whether the letter was actually filed 

wWRe FRAWLEY: Oh yes, the letter was 
put in, the letter of the Sth of September I think. 


MRe LAHAFFY: In any event, sir, the 


present, the thought expressed in that letter was that 
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the gas allowsbles of the wells supplying our plant 

would be fuyvther substantially teduted. Now frankly 

Moat ta Sur difficulty. 

TH CHATRIGAN ; That is September cf 

1989, last September? 

bike xihHA HEY ; September of this year, 

1939 

THE CHALRMAN: Well I wonder if we 

could just put our hands on that. We might as well get 

this as we go along, Mr. Frawley. I am pretty sure it 

is filed. 

Re FRAWREY;: Megs 2) WLLh 2 ime aes ae 

is Exhibit "595", and that is the letter, it is a 

circular lettex from the Deputy Chairmun of the Conser- 

vation Board tc the pecvle interested I suppose, it says 

“Dear Sirs" and ycu may recall that that letter said: 
MPAKE NOTICE th.t on the 25th day of September 
Ynext the Board intends tc issue an Order sett- 
"Ning out the allowable production of gas from 
"each well in the Turner Valley Field class- 
"ifieli by the Brard as a gas well. 
" In order to determine 
"the actual requirements for gas from the gas 
wells for the period Octoher lst to Slat, 1959, 
"the Boaré is hereby notifying all producers, 
"distributors, and consumers of gas that their 
"requirements for the above stated period should 

"he filed with the Board not later than the 

"Path day of Sevtemher, 1929, and that any 


"representations they wish to make regarding 
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"these requirements nust be made prior to that 
"date. 

" _ or the purposes of 
"conservation, in determining the actual re- 
"quirements for gus from these wells the Board 
“will take into consideration only gas to be 
"used as a fuel for the generation of light, 
"heat and power for domestic and industrial 
"use, in equipment properly designed and con= 
"structed for that purpose, and not solely for 
“its expansive properties. 

" The Board may consider 


"the use of gas for other purposes where, in 


"its discretion, circumstances warrant such 


“exception. 

at Yours very truly, 

y Ce We DINCHAN 

a Deputy Chairman. tt 
Me AHAFFY: Now that letter, sir, as 


we are endeavouring to show by evidence, indicates the 
attitude of the Board, that a natural gasoline plant , 
they seem to feel it is just something that does not 
amount to anything, that unless the gas is going to be 
used as a fuel that we have no right to produce it and 
use it, and what I am going to endeavour to submit to 
the Commission is that this is in effect an extremely 
valuable product which is recovered from the gas and 
that in setting up a conservation scheme that this Com- 


mission should suggest to the Government that some con- 
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siderativh should be given to the natural gasoline 
requirements of the industry. 

THs CHALR: AN: Yes, well now that was 
the letter and that may bear the interpretatien you put 
upon it. Now was there not some later correspondence, 
was there not s»xme, were we not told the last tine we 
were sitting that there was some other notice sent out 
which seemed to indicate a disregard of that letter. I 
am just speaking from memory but I thought there was. 
LR. i:AHAPFY: So far as my knowledge 
goes, sir, this letter notified that an Order will be 
made on the 24th of September. 

THE CHATIU:? Ail: YeSe 

fhe siAHAL FY: So far as we were con-~ 
cerned, about two days prior to that we attended before 
the board and made representations to them. Then a 
Subsequent meeting was held on October llth. 

THE CHALKiisAN;: yhat dute is that letter. 
MiRe MAHAFFY: This letter is dated, 
Exhibit "595", is dated September Sth, 1969. 

THis COURT: Yes. 

Re LAHAFFY: The next thing and the 
only other thing that I know about, that the Board has 
issued in writing since that time, is a circular which 


they sent out dated October ith, 1939, have you that 


put in. 
THe CHALK: AN : Is that in, lire Frawley. 
MR. FRAWLEY: | lio, i¢ is not in, 


‘THE CHATJIAN: Are: FORMESeE uate Ys 
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WK. FRAWLEY: I think it should go in, 


sire I think perhaps it should go in so that the record 


will be complete. 


(CIRCULAR LETTER PRODUCED 
AND iARKED EXHIBIT "676"). 


MRe FRAWLEY: This is, well you can call 
it what you like, after it is read, Mr. Chairman, 
probably a circular. It reads: 

" THE PETHOLLUM & NATURAL GAS CONSERVATION BOARD 

" NOUR TOM 

“ad TENTATIViL PROPOSALS FOR THE RESTRICTION 


OF GAS PRODUCTION FRO: THE TUANik VALLEY 
a GA’ GAP. 


iy The total production for 
"a year of gas from all the wells on the gas-cap 
“will be an amount rateable to the displacement 
"of gas and oil in the oil wells in the Turner 
"Valley Field. On the basis of displacement for 
“the last twelve months, the amount of production 
"for the next twelve months for all the gas wells 
“in the gas-cap would be approximately twelve 
"hillion cubic feet. 

The daily produqtion at 
"each gas well will be normally 1/365th of the 
"total amount of production for each well for the 
"neriod of twelve months; but provision would be 
tmade for the increase of the amount of daily ‘pro- 
Nduation as circumstances require; provided that 


"the production of any gas well fer the period of 
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"twelve months shall not exceed the amount of 
"the total production allowed for that well, 

“nor that any well be alluwed at any time to 
“produce over twenty-five percent of its open 
"flow capacity. 

‘ The Schedule heretu 
"sets out the amounts proposed fur the product- 
"ion of each gas well for the next twelve months 
"Calculated on the above basis.- 

- The Board will attend at 
“its offices on the 1l’th day of October, A-sD- 
"1939, at te. o'clock in the forenoon for the 
"purpose of meeting with all persons affected by 
“the above for the puxpose of receiving represent- 
"ations as to the avove proposal.« 

"Galgary, slberta, 


"October, 11, 1969- 


THE CHAT RwAN : You understand, ire 
wahaffy that, will it be your suggestion that that de= 
parts from the principles laid down in ixhibit "595" 

or that it does not. 

Like JAHAFPY;: ell I would not want 

to say it departs from it »ut it certainly sets forth 
an entirely different principle. It may, the intention 
may have been, I do not know, that exhibit "595" would 
still apply but this goes on with an entirely, s#xhibit 
"676" certainly brings in an entirely new idea and 
that is as expressed in the first sentence, the amount 
of gas to be produced from wells on the gas-can will 


be an anount rateable to the displacement of gas and 
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oil in the oi]. wells in the Turner Valley Field. 

In other words we are now 
bringing intv the picture, which was not suggested by 
Exhivit "595", that the production of gas from the gas~ 
Gap is going to be in some manner prorated to the pro- 
duction of oil and gas from the crude area. 

Wow beyond that, sir, and 


Just what they intend to du, of course I dn not know. 


THE CHA TRAN: Was there & meeting on the 
LY GH? 
dake MAHAL FY ; Yes there was, sir. Speak- 


ing from memory now, as I say, as a result of the notice 
of September Sth, we attended at the Board's office, I 
think it was on September cord, and discussed the matter 
with the Board and made representations to them and then 
there was a further meeting, which I cannot remember 
whether it was called ty letter or notificatinn of some 
time, at which the Board discussed the matter with the 
oil producers and it was suggested at that meeting by 
some of the producers that they would like to know how 
the board's proposal might affect their individual wells 
as a result that the Board then prepared this memorandun, 
Exhibit "o76", which was Se EN on to the producers 
and then on Hie 17th of October, the date mentioned in the 
circular, a further meeting and discussion was held. 

THE CHALRLAN: And you say this, you say 
the net inference from that is that they are still going, 
they are working out a full scheme and measuring it by 


the methods mentioned in bxhibit "676". 
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wiRe AHAFFY : well if they operated 


under ixhibit "595" then they are in effect saying 
that you cannot produce gas unless you have a market 
Hor 1G aga fucl for thc gv mentier- of 14ght,. bots ond 
power for domestic and industrial use in equipment 
properly designed and constructed for that purpose and 
not solely for its expansive properties". 
THE CHATRMAN : Yess 
Re TLAHAFFY: Now that would mean of 
course that one might sell it to the citizens of Calgary 
or to a drilling rig or for any purpose that is mentioned 
here, then the gas can be produced. 
THE CHALRiuAN; YeSea 
MWRe wiWHAPFY: Now from pxhibit “o7o", 
it would appear that they were trying to work it out on 
a new basis; in fact they told us at the meeting that 
their tentative idea was that they would take the en- 
tire field, gas-cap and crude flank area, they would 
find out how much gas was being produced in the crude 
O11 area for the purposes of lifting crude oil and then 
use that figure and taking acreage into consideration, 
they would allow a similar amount to be produced from 
the gas-cap; in other words, sir, just taking simple 
figures, if there are 10,000 acres of crude oil area and 
10,000 acres of gas~-cap area, and that the crude wells 
are throwing out 40 million feet of gus a day into the 
air to produce their oil, then the Board would allow 
the gas-cap to produce 40 million feet of gas per day. 
If for any reason, I take 


it, that the crude oil wells were shut down and pro-~ 
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duced no gas, then no gas would be produced from the 
Baascap. That of course is a situation intok probatly 
would never arise but that is the way they propose to 
work it out, as I understood it. | 

Similarly if there is a 
tremendous deve Lopment—-<+--- 
THs CHATIWAN: I suppose all this will 
be supported by evidence, so far as you are making 
statewents of facts. 
ite MAHAFFEY: I cannot adduce any 
evidence on this branch because,I am just maybe over« 
stepping the mark, but I am just telling your Lordship 
the deductions which I draw from these documenta. 
THs CHALRM AN: Ch yes, quite. You cannot 
adduce evidence perhaps to support your deductions but 


so far as you were told anything you can. 


wiRe WAHAPFY : Yes, we can give evidence 
as to that. 
THE CHATRIMAN : That will be all right. 


I do not know whether, you camnot tell frem that, at 
the moment, whether a new scheme has been put forward 
or a new measuring. stick is being evolved. 

wiite LIAHAFFY ; EU, LA PObh, oir," sO fen 
as we can judge. 

THE CHATRMAN : Well, would you say that 
the second presupposes a aroppins Of the idea of giving 


priority to fuel. 
wuRe iAHAFFY: well one can take a good 


many deductions from it in the total amount allowed 
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under Lxhibit "o7o" to be produced. There would be---- 
TH CHATisIAN : That is why I asked if 

you had been told about it. It is either en abandon- 
ment of the roku or it ie a means of arriving at the 
first, I do not know. If it is put forward as a serious 
engineering conclusion us being a4 proper method of con- 
servation, I would suppose you have been told about it 
and if you have not been, you ocarnot give evidense 

about it. However, I think I have all the preliminary 
information which I can get from Counsel, 

MRe wAHAFFY: Well that is the situation 
sir. These documents indicate to us, whichever one we 
are working on or if we are working on both, that the 
amount of gas, tail gas, which will be available to the 
Gas and Oil Products plant is going to be drastically 

cut from what it has beer in the past few months and as I 
say, while we really felt that we should have an allow- 
ance, at least some provision should be riade in the 
general scheme whereby this plant would be able to obtain 
more than the 12 million feet which it has been getting 
sinse early this year, that is not our principal con- 
cern. It is what is coming from now one 

THe CHATRiAN: Yes. well have you at~ 
tempted to put before the Board the opinion of your en- 
gineers, have you had a Hearinge JI think all this really 
we should get in evidence and not through discussions 
with Boho. 

ihe AHAFFY : Vell perhaps we can go on 
with ire Boyd, sir. 
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Q, MRe MAHAFFY: wire Boyd, you gave me the 


figure on the amount of natural gascline you had been 
usirg in the past; now just looking to the future, 
assuming that your sales of third structure gasoline re- 
nain about the same as they have been, will you still 
need the amount of natural gasoline which you have 
quoted? 

A No. We will need more to maintain the same ratios. If 
Our third grade, third structure remains the same, we will 
have an increase there in the demand for any amount of 
natural gasoline which we blend with our cracking fuel. 
We are not at present or have not been supplying a leaded 
gasoline, that is a standard grade and ithyl. We have 
been purchasing that outside. Waturally when we do pro- 
duce that and blend natural gasoline with it, we will in- 
Creuse our demand for natural gasoline from some 700 to 
750 gallons per day. 

Q And I believe you are just atarting this week to produce 
and sell standard gasoline and dthyl gasoline? 

Li Yes. (We leaded our first this week. 

q, So assuming that your third structure production figures 
remain about the same in the future, you would then need 

the amount of natural you have heen using in the past, 
plus whatever you require for your new operations, is that 
nNapting it fairly? 

A Yes, thet is right. 

Q And how much dec you estimate that you will need per day 
on your, for your cracking plant operations? 


A Oh, 700 to 750 gallons. 
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700 to 750 gallons? 
Gallons per day. 


oR. FRAWLY: 750 gallons. 


wRe mAHAFFY: 700 to 750 gallons per 
day. 


ite £RAWLLY: what relation has that to 
the 5500 gallons? | 
bite MATAFEY; That is in addition to the 
5500, 700 to 750 gallons a day which will be required in 


the cracking operation which is just starting this week. 


WRe FRawbiry : I see. 
wmRe iaHAPFY: I may have asked you this 


this morning--+-- 

THE CHALE: AN : Have you figured out how 
much more tail gus that means, those gallons? 

MR. i .AHAPFY: I am coming to that sir, 


ons MOWeHt . 


THE CHALIGLAN : All right. 
MRe HAHAFFY: Wow iire Boyd, you told ne 


this morning that in your opinion that it was absolutely 
essential to your company to have this natural gasoline 
production? 

Yes, I consider it essential. 

Now supposing you could not AanuPAaeir that natural 
gasoline in your own plant, what other source of supply 
is there? 

Oklahoma and Kansas or Group 6 is the only place I know 
of that vou can purchase it- 


Is there any place that it oan be purchased in Alberta? 
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No, I do not think so. The Royalite I believe heve 

no excess of natural gasoline to sell; at least one of 
their men told me that the y were going to be short of 
natural themselves. 

That is a Royalite man? 

Yes, a koyalite man. 

iiRe FRAWLEY: I hope we are not going to 
have evidence on a casual conversation. 

wke MAHAFFY: Well sir. Boyd, perhaps I 
can put it this way, I do not want to reverse the rules 
of reasonable precautions in evidence, Lut have you 
made inquiries from the Koyalite, to inquire whether or 
not it would be possible to purchuse natural gasoline 
from them’? 

No, I have never made any written requests myself. 

THE OHATRAN: Well have yeu made a 
verbal one, have you asked to buy? 

wie FRAWLEY: Yess 

THE CHALIGAN: whether verbal or written 
it does not natter? 

No, the only discussion I had with the Koyalite, I do 
not have anything to do with that particular department, 
‘+ wes just with this oue man and he said they would 
have a shortage themselves, he was really crying on my 
shoulder, speaking about not having suffivient natural. 
MRe MAHAFFY: For their own operations? 
Yes, that was his story. 

Well now let us assume for the moment you could not get 


it in Alberta, you say the only other place ynu could 
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get it is Group 6? 

That is the only place I know of. 
iiow what do you understand by Group 38? 

That is the Texas, or rather i mean ite Oklahoma~Kansas 
market, otherwise Group 6 is a freight set-up which in- 
cludes, if I resember rightly, the States of Kansas and 
Oklahoma and you can buy unywhere in those two States 
and your freight rate is the same; otherwise it is a 
base freight rate, your Group 3 is, we call it in the 
States. 

Yes.» Now you will recall that in making submissions to 
the Conservation Board you worked out some figures as 

to what it would cost to purchase natural gasoline in 
Group 4 and landed at your plant in Hartell, Alberta, 
and what was that co®t, Mre Boyd? 

#t the quoted price f-o.b. Group & at the time, 21 6/10ths 
Gents. 

21 6/10ths cents per? 

Per Imperial gallon. 

wAJOR LIPSELTT: Is that landed at Calgary. 
wiRe MAHAPFRY: At Hartel, Alberta; sir, 
that is in Turner Valley. 

bRe LMAHAFFY: Now if it wes necessary 

to import or if you endeavoured to import from Group 6, 
would it be possible to maintain your competitive pos- 
ition in the nerket , what I am getting at is, could you 
produce the gasoline that you are now producing and sell 
it at the prices you are now selling it at? 

No, I do not think it would be possible. It would bring 


your costs up, blending with 10% Oklahoma natural, it 
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would bring your costs up, basing the cost on your, at 
your plant or at Turner Valley, at 10 cents, it would 
bring it up about 1 3/4 cents a gallon. 

Q 1 8/4 cents increase in costs? 

A Yes, I do not believe that there is a company operat ing 
in alberta that can take that blow. 

2) MR. FRAWLLY: It is suggested to me that 
perhaps natural gasoline can be purchased in Lontana, 
ite Boyd? 

A L do nNot<-+~<= 

Q, Do you know something about that situation? 

A The last time I knew the ontane situation, the Texas 
Lompany had the entire output in iiontana contracted; 
there is only one plant in the State of Montane and the 
Texas Company have the entire output contracted the last 
account I had. We have at one time shipped a small 
asiount of natural into iiontana ourselves, so I do not 
think, the last account I had was only 7,000 gallons per 
day in the State of iiontana, well that I do not think 
would go very far, divided up among the Alberta re- 
fineries, if it were available. 

#) Now his Lordship mentioned just a few minutes ago, you 
have given us figures in gullons of natural gasoline 
which is required. Now will you tell us how much 
natural tail gas is required to produce the gallonage 
pilot you have spoken about? 

A Well that would be controlled by the gasoline content of 

the gas and vapour pressure. We had what, ©6600 gallons 


including the farmers for the tractors. 
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THE GHATRAAN; You said you were using 
12 to 16 million now? 


Yes. 
And that you would need enough more to make some 5500 


gallons, was it not? 


(Page 15,612 follows) 
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MR. MAHAFFY: Well 1réj3 the 5500 Be ieHé 
is the estimete of the requirement of naturel gesoline 
under our operations as they have been up to date. Now 
we have put in a cracking unit end we need another 790 
gallons, 

THE CHATRMAN: The S500 gallons relates. 
ee ue le Or 16 million cubie feet? 

MR. MAHAFPY: Yes that is Fight Sir. 
TH CHAIRMAN: All riecht.. You put in a 
cracking plant and in order to carry on its operations 


you need some more. 


MR. MAHAFFY: We need about 750 gallons 
more. 
THE CHALRMAN: 750 @allons more, It could 


Le worked out I suppose but cen you say about how many million 
feet of teil gas. that means? 

Well of gas-cep gas it would be from 15 to 16 million and 

of erude cil gas there would be about, 51 million. 

MR. MAHAFFY: Let us not have any misunder- 


stending. You say gas-cep gas 15 or 16 million feet? 


Yes. 


You are speaking there of how much natural will thet produce? 
That will produce about 6400 geilons. it would be 15,500,000 
cubic feet will produce 6200 gallons. 

And ‘that 6200 gallons is your estimeted total requirement? 

On our previous experience. 

Including the crecking plant? 


Yes. 


Meee eke about 15. to 16 million feet of gas per aay? 


From the gas-cap. 


From the gas~cap. 
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A Yes, or rather let me say this, gas with 4/l0ths content. 
That is based upon e gasoline content of 4/l0ths of a 


gallcn per thousand cubic feet. 


‘ 
Q Now you mentioned it would be a different figure in the case 
of crude gas as we call it. 
TH CHAIRMAN: Heve we got it streight ene 
CoG.. 1 em not yet clear, | 
MR. MAHAFFY: There hes been some confusiun 


with the figures. I will check this over Mr. Boyd and tell 
me if this is wrong. Your estimeted daily requirements of 
neturel gesoline for te future including the cracking plant, 
are 6250 gellons per day? 

A Approximetely thet yes. 

Q Now how much tail ges does it take to produce that amount 
Of natural gasoline, tail gas from the gas-cap? 

A Well our present content would require about 15% million 
cubic feet. It is simple enough to follow, 4/10ths of a 
gallon on 15,500,000 feet makes 6200 gallons. 

MRe MAHAFFY: Now have I mede thet clear 
my Lord? Thet figure of 15,500,000 is comparable to the 
figure uf 12,000,000 thet has been Jove through for the 
past 8 or 9 months, 

TH CHATRMAN: Yes. 

Mee COMMISSIONIR LIPSetlTs Might I just interrupt to 
ask one question. In the eerly part of his evidence:I took 
down e figure for 1934 which I taought wes 2/10ths of an 
Imperial gallon for every thousand cubic feet of ges in 
the ebsorption plent. I do not snow whether I have got 
it incorrectly or not. 

A Yes thet is correct. 

MR. MAHAFFEY: I wes going to heve Mr. Boyd 


Bxpliein that, There is @ very greet varietion in the re- 
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covery from the gas. I think perhaps this neek. GuSeteeR 
will clear thet up for you. 
MR. COMMISSIONSR LIPSSTT: All erate 
MR. MAHAFFY: You menticned a figire of 
15,500,0C0 of gas-cap gas? | 
A Yes Sir. 
Q Now you mentioned thet the gas from the crude area and I 
wish you would explain to the Commission the Beck 
in the recoveries from thyuse various gases. whet causes 
it and what the average recoveries are Poin erudé gas and 
from gas-cep gas. 
A Well I might mention in the firet place, in 1934 when I 
first came here the actual gasoline content of the gas-cap 
gas going into our plant was ebout 2/l0ths end there was 
an amount of -= I would hate to hazard a guess at the 
volume of hep ith production without going back, but there 
was considerable naphtha produced from the separators, 
Over the lest five years and up until the present time the 
naphtha production declined to where there is practically 
no nephtha production et the present time and the gasoline 
content has approximately doubled in whet we cell the teil 
wes. Now in the crude oil area what we commonly cell crude 
oil ges, produced in connection with the crude oil there is great 
variation eh the greatest veriation is caused by sevaretor 
pressure. Most of these wells in the crude ereé hive a pressure 
of 150 to 250 pounds and the gasoline content in thet gas 
will average, on the fourteen wells we hav2 taken en average 
lest winter 1.97 per thousand curic feet. As the wells get 
Baas and the separator pressure is reduced that gasoline 
content will go up in the crude oil erea - But nobody knows 


when thet will be. But et some future dete we can expect 
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there will be greater content in crude oil ges. 

THA CHAIRMAN: Have you had epplicetion made 
to you, as in crude oil, as to what your requirements ere. 
Have other refiners been required to state there aca aronenen 
as they are with respect to crude Ol], for: this: gas. 

MR. MAHAPFY: I em sorry I dno not know that 

ZT just get your question. 

TH CHAIRMAN: As I understend it the Conserv- 
ation Board seeks to know from the refiners before they 

fix their allowable for the time being what their require- 
ments ere to arrive at the merket demend. 

MR.- MAHAFFY: Yes 

THS CHATRMAN: is it true of its peat 

MR. ‘MAHAFFY: There is no such system in 
effect with respect to this. 

TH CHATRMAN: LB tie Piecnt Ar, Boyd? 

A As far as I know yes. 

Q There may be good reesons for that. I just want to know 
whet the fect is. As far as you know thet. is not so? 

A Thet Pet CNS. ures never been celied upon to do 

that, no. 

MR. MAHALFFY: Mr. Boyd with this crude gas, 
as we ere calling it, and the production of the gas from 
the ges-cep, the situation is thet, from whet you uave said 
I teke it, thet the naturel gasoline recovery from the gées- 
cap arsa is much more then from the cruae oil arsa? 

A Yes. Right et the present time the content is elmost double. - 
™hat is the ges-cap ges Las approximetely wice as much 
gcssoline per thousend cubic feet as the avsrage crude oil 
ges, the ges from the crude oil well, 


Q I em just seeking e hypotheticel cease and essuming thet your 
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Pigure is sxactly twite as much, it would. follow 

I suppose thet if you had to take 15,500,000 cubie feet 

of ges from the gas-cap to recover your natural gasoline 
you would require exeatly twice that much from the crude 
ges wells? 

Thet is a@ ressoneble approximation yes. 

Just to give the Commission sen idee? 

resi. 

Now you came up here in 1934 Mr. Boyd, and installed this 
plant end started it in operetion. What amount of tail gas 
Wes passed through the plent at that time? 

We sterted out processing about an average of sbout 54,000,000. 
Per day? 

Yes every twenty four hours. 

And did the throughsput of gas ever exceed that figure? 

Oh possiblv for e day or so at ae time. I would not say that 
wey the high bmt thet was about the everage I would say 
when we first began operating. 

and that 54 million a ijisy is ea figure that compares with 
the present of 12 million e day? 

Yes it averages about 12 million possibly 13 million. 

MR. FRAWLY: . It was a sele proposition then 
and now it is a refining proposition? 


well I do not know, it seems to be rather a seles proposition 


todey. 
MR. FRAWLSY: if. you. bed. it. 
MR, COMMISCION:R LIPSsTrs Is thet whet you mean, thet 


you wented to sell neturel gasoline today. igs it. not required 
todey simply for the refining of the -~ 
MR. FRAWLSY: The wlending. 


MR. COMMISSIONER LIPSevt: Yes blending. 
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A We probebly cold more in those days to cutsiders and 


ncw we are consuming practically a1l cur production 
ao At the precent time it is wanted not for re-sale but to enable 
wos rerinery to carry on7z 
A yes for our own blending purposes. 
MR. MAHAFFY: In those earlier days it is 
true 16 it not thet considerable quantities of natural gas- 
Oline were sold to other independent refiners in western 
Crneda? 
A yes, considereble sold. I would say considereble more than 


we sold lest yeoer. 


2 I believe some steps have been teken by your company to ac- 
quire crude oil ges for processing in this absorption plant, 
I wonder if you would outline whet wes done during the past 
Weer along that line? 

A Well we heve moved e trunk line that we had in the gas-cap 
areas epproximetely a mile, probably e mile and a quarter 
west, generally speekineg. It goes down now through the 
approximate centre of the crude oil producing area south 
of our plent. ‘thet line consists of twelve, ten, eight 
Ba five inch line . It hes e capacity of some 15 to 40 
million feet per day, if we were eble to obtain the gas. 

Q And heve erreangements boen meade to actually take delivery 
of gas from some crude well? 

A Yes we have contracts with four or five companies, 

9, How much ges will you be getting through them, the total? 

A Thet will totel, everege about 6 million. 

a Aveut & hi llion? 

A Yas: 


9 Per dey? 


A Per day. 
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And I suppose it is feir to say’ that you are hopeful that 
in the future you will be eble to connect up with other 
crude oil wells? 

We hope to yes. 

Now Mr. Boyd there is one other point that I would like you 
to explein before we stop, thet has to do with pressure 
You mentioned a few minutes ego that crude oil wells ere 
Meedivaed at culite low pressure, 

ME. CIMMISCIONGR LIPSETT: Mr. Maheffy may I interrupt 
just to see if I have got this note correct. The contracts 
thet you mede cinee you put in the new pipeline sre with 
wells capable of giving you ebout 6 million cubic feet of 
gas per day? 

MR. MAHAFFY: Six million cubie feet, 

THE CHALRMAN : | Did you say what amount of 
gesoline, or did the witness say what amount of natural 
gesoline that would give? 

MR, MAHAFFY: Answering that question, what 
will be the average recovery from the ges you heve mentioned? 


We é6xpect about 8-lOths of a gallon or about 1200 gallons 


per day. 

MR. MAHAFFY: Dovs thet cleer that up Sir? 
MR. COMMISSION!R LIPSITT: Yes. 

THE CHAIRMAN: You have contracts for 6 


million end you need 154? 


MR. MAHAPFY: If I may interrupt we need 154 


million of gas-cap gas. 


TH CHSIRMAN: All right 153 million of 


gas-cap over and above Your Cnt CoS Wl th) ane wor ron T.17e 
companies? 
MR. MAUAPFY: Wheat Ll am getting et Sir is 


thet the 6 million feet from the crude cil erea wells does 
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not teke the, place of 6 million from the gasecap. 

Mas COMMISSION IR LIPSETt: . Te only LaCie 3 million 
beceuse you only get AT CREE of 4/10ths? 

MR. MATAPPY: Theirs ment. 

THE OITATRMAN: I understand that. You need 
tee million cubic feet of ges-cep to provide you with the 
mnetural gasoline you require, or you need thet plus what 
you have availeble to you from the crude area? 

No that 154 million cubie feet of gas-cap ee Cheemae, 
Weuld prodice 6200 gallons per day without any other gas. 
So if you hed 15% million cubie feet of gas from the gas- 
Geo you ere all right for your refining purposes? 

Yes Sir. 


Aside from sny question of re-séle? 


V2 


Veer oir. 


C 


Now you neventt thet. You are telling us now thet you have 
contrects with four or five companies for 6 million feet, 
thet is from the crude area is it? 
Yes. 

Which would give you what would be tantamount ts 5 million 
feet from the gas-cap* 
Yes Sir, 

over and above thet whet heve you from your own wells. we. 
know you need 154 of gas-cap gas. You have 4 millior. whet else 
heve you. ur you have tantamount to & or 3 million or am 
I completely mnfused. 
MR. MAHAFFY: We now have 12 million cubic 
feet. Right now the Soard is jiaswiet us to produce 12 
million feet a dey. Now let us clear this up. Mr. Boyd 
one more question end tnen I will come beck to this, I 


em sorry if we heve not mede it clear. Mr. Boyd of the 12 


Be 4 
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million feet of ges per day thet is going through the 
plant now How much of thet is from the orude area? 
A A little over 1 million tf would say. 
Q So that the actual gas-cep withdrewal is about 11 million? 
A Yes something like thet. 
THE CHATRMAN: He said 12. million to 13 
Million so it might equally be 12 million. 
MR. CUMMISSIONSR LIPS#TT: ‘And this crude gas is only 
worth hal:. 
MR. MAHAFFY: On the average it takes twice 
as much crude oil well gas to prnoniuce a gallon of natural 
gesoline as it does gas-cap gas. | 
MR. COMMISCICNSR LIPSETT: DOse. 2% NOt. teen This, Te 1% 
tekes 124 millicn feet at the present of gas-cap gas, if he 
gets 1 million from the crude gas, thet only gives him 500 


thousand fedt and he still wants 12 million feet from the 


gas-cap, 
THE CHATRMAN: Now we have got it cleered up. 
MR. MAHAFFY: Thet is right Sir. 

MR. CCMMISSIONZR LIPS«TtT: I think I have only succeeded 


in confusing my learned chairman. 


MR. MAHAFFY: The position is, to summarize 

it, at the present time there is ebout 16 million to 16 million 
eet of gas going through the plant. 

THE CHAIRMAN: Yes. 

MR. MAMAFFY: Of which epproximately 1 millirn 


is crude oil gas. Now then Mr. Boyd has saic in the future, 


assuming no increase, no substential increase in output of 
course, that he requires abnut 6,490 gallons of netural 


gasoline per day. And to make thet it would require 15,500 ,°00 


feet of tail gas from the ges-cap each dav. His company is 
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meking arrangements to purchese crude eas but thet dozs not 
teke the place of the gas-cap gas necessarily. And the 

ges thet he is getting, the 6 million, he has found will 
produ~s about one half of the netural gasoline content in 
the gas-cap gas. 

MR. COMMISSION:R LIPSETMT: Does thet work out this way, 
io. Meiterry. He wents about 4 million cubie feet extre 

Por. m1s © and Bthyl of gas-cap. 

MR. MAHAFFEY: Yes. 

MR. COMMISSION:R LIPSATT: 4nd he hes arranged for 6 
million cubic feet from the crude area gas which is equival- 
ent to 3 million of the gens-cap. That I take it would take 
care of this 2 and Lthyl requirement if he was allowed to 
retain his present gas-cap volume to take care of his third 
Seructure,. 

MR. MAHAFFY: thet is. absolutely right. 

MR. JOMMISSIONGR LIPSHTT: but if he is cut down on his 
present volume of gas-cap then he is in the hole? 

MR. MAHAFFY: thet is right. That Is eat. 

the questions I have to esk the witness. 

MR. COMMISSIONGR LIPSsT?: Before you sit down Mr. 
Meheffy you did esk this witness some questions in reference 
to refineries elsewhere thet you were selling, vour company 
wes selling naturel gasoline to in days gone by? 

MR. MAHMAFFY: _ Yes Sir. 

Ve, COMMISSION (R LIPS&TT: Do I take it that was required 
for their blending? , 

MR. MAHAFFY: that is right. 

MR. COMMISSION 3R LIPSaTtT: Now perheps this witness does 
not know anything ebout it but cen you give us any information 


es to the effect that it hes on the smaller refineries, the 
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changes thet have taken place? 

MR. MAHAFPY: I am sorry I. cennot give you 
eny evicence on thet, except we ere not now sble +o supply 
foes And the position 1t left, them in I am not abls to 

cell any evidence on. 

THs GHAILRMAN: Who is supplying them? 

Mee £ RAW LOY The crude oil gas is theleaner 
than or only ebout helf as productive as ges-cap gas, 4s 
things are now? 

re 


A On the everage I would say 


cS 
ve 


ee 


whet is going to be ths tendency do you think, whet will be 


L 


tee urend oF that? 
A gf it operates normally es C1il fields do end I have no 


Goupt at will, the time will come when the ges will be 


te 


rion er, 

Q mieoene Crude O11? 

A Yes. Sut accompanying thet will be the fact the wells will 
Grop in pressure to a point where very likely there won't 
be Suiricient natural pressure to flow and to operate their 
separators and they wili heve to find pressure to bring that 
gas to the gesoline plent and then you have the choice of 
either blowing it out in the air or buying expensive Om- 
pressors and then the price of your gas goes up so high on 
Ghet kind of 6n operation. 

Q The gas rizht now from the crude is only producing 2/10tkhs 
Of 8 gellon? 

A Thet was our sverege end we have made a number of tests. 


That becomes richer but as it becomes richer the pressure 


2 


Will go down? 
A Yes. I would not say at whet point but thet is the general 


trend. As it becomes richer the pressure declines. Your 


gas will be considerably richer but you will not be able 
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to get it into the plant Owing to insufficient pressure 

to get 1t into the plent, insufficient separator pressure. 
So whet you make up in the way of richer gas may be offset 
entirely by the expenditure you would heve to make to put 

in compressors to put it into your plant? 


Booster compressors. 


Thet is e pretty pessimistic outlook is it not. Your business 


is going to increese you hope end thet is why you made that 
investment in the cracker? 

TH CHATRMATN s Mr. Mehaffy has been telling 
us he is not going to heve eny business at all. They are 
going to be put out of business. It cannot ve more 
pessimistic than that. 

MR: FRAWL CY: No thet is the ultimate, 

But you want your easoline business to increase. You are 
going out aggressively into the market to sell 3 and sthyl 
g-soline and what I was wondering, if you are relying on 
this very veluable product to bring up your voletility, 
Maet is your plan* 

The company plans to connect up, as I understand it, to all 
the crude oil gas they can. 

Well tist is what I thought. You expect to gat the ultimate 
relicf out of the crude erea, even with the difficulties 
you have mentioned? 

Yes. It may be some time before it catches up with us and 
the pressure may be et that time, maybe there won't be 
enough money in the gescline business to put in booster 
compressors. | 

You heve .embarked upon & vary aggressive campaign looking 
forwsrd t.o Restate You are putting your products on 

the merket. But if you attribute sc much importance to 


the orsinghead end you sey you cennot get slong without it 
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you are surely going to experience difficulty unless of 
courses eny attcmpt -.t conserve: tion in the grs-orp be 
ebondoncde 

4 Generally the condition thet would catch up with us and shorten 
our supply in thet cease probably also would apply to our 
competitors. 

a) I wes interested in hearing you sey @ moment ago that the 
Royalite people were commiserating with you. There is a 
compeny calied the British American down there? 


A Right. 


Q (wey 476 in @ pretty bad way as fTar-as their absorption 

plent operetion is coneerned. 

A E do not know much about.their business, but I do not imagine 
ite, GOO good for thse absorption business, I have, not 
He'td of “ny gvod sbsorption busincss. 

Q How about the Royelite in the north end? 

A I do not know, 

Q They have lots of gas wells. I thought they were all right. 

A Well I really do not know. J presume the Royalite produces 

> and processes the ges th t they put through the Cenadian 
Western line to Calgery at their north plant. 

Q Assuming thet they do does not thet give thom: sts dy «mple 
supply of casingheed? 

A I understand the consumption in that line, the transmission 


of it is 20 million cubic feet approximately per day. Lhet 
would be sbout 8,000 gallons of gesoline if it is similar 
tO our ges-cap gas. 

a) Similer tc your 5,500,000. Now, they have got a pretty big 
gesoline ee cawdse , How do they menege to get along. You 
say they only get 8,000 gallons of casing heed per day out 
of their No. 1 plant? | 


A I ao not know how much, thet would be the amount going to 
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the Calgery Gas Compsny in the Conadian Western line every 
day. 

Is not the No. 2 plant linked up with crude wells? 

Some crude wells I understand, 

4nd some gas-cap wells ton.run into No. 2? 

I understand so. 

So they would have a gross daily recovery of naturel in 
excess of 8000 barrels per day? 

9h yes they would have more then that, 

Their refinery through=put would certainly require a great 
deal more then that unless they were getting elong with 
much less per unit then you ares. But you do not know about 
that? 

No we do not heve access to their processes or anything. 

I suppose the independent refiners in Saskatchewan - 
elthough we ere not worrying much ebout them - are having 
a hard time to find casinghead? 

Well some of them are bringing it in from Oklahoma. 

Some of them ere bringing it in from Cklahoma? 

Yes, one at least thet I know of. 


The Gonsumers et Regina which is perheps es big as any 


cof the independents there, do you know how they are getting 


their casinghesec? 


2 


They are bringing theirs from %klehoma. 

With the seme starting cost as yours would be I presume? 
Ours is a little different. Gasolines sells higher.The. base 
price is higher in Regina then it is in Calgary and the 
reilway rate is not es great from Oklahoma to Regina as 
it is to calgery. So it would be that much different here. 


I expect you do not know their landed cost? 


NO, 
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Now Mr. Plotkin's company the Lion Refining Company also 
needs casinghead,. 

we heve sold him some. I do not know how recently. I have 
not kept e record of that. 

You are going to conserve your resources now and use -- 

eee Vomilt probably be forced to d9 that very thing, 

If you cannot sell to Plotkins I was wondering, he is going 
to be pinched isn't he? 

MR. HARVIE: I suppose the B,A. will have to 
come to his assistance again. | 

MR. FRAWLEY: EDULE BCS WE you cane” 

THE CHAIRMAN: -And it is nice to think as 
Mr. Pletkins has so often said he would help you out with 
your questions thet you are not forgetting him now th:t he 
is gone, 

MR. FRAWLEY: Yes I em glad to do something 
for him while he is in New York. I suppose he has gone? 
You do not know of course end it is idle to ask you enything 
about the refining operations being carried on here by the 
British American Oil or the Imperial. You do not know how 
much casinghead, if any, they use? 

No. 

Somebody else will speek as to your effort to try and buy 
this product from the Royalite. You heve no personal know- 
ledge of thet I presume? 

No personally I have not tried to buy eny from the Royalite. 


MR. MAHAFFY: Mr. Mayland will answer that. 
THE CHAIRMAN: ° | Tn your statement to us the 

other day,Mr. Manaffy you seid something about polymerization. 
Do you desire to give any evidence about that? 


MR. MAHAPFY: | No I do not think we will Sir. 
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i 2. Boyd: 


THE CHAIRMAN: All right, Any questions 


gentlemen? Thank you Mr. Boyd. Have you any more witnesses 


Mr. Maheffy? 


MR. MAHAFIY: I have just one further witness, 


feed £ dO not think he will be very lone. 

THE CHAIRMAN: Would you have any hope of 
finishing tonight. 

MR. MAHAFFY: I think perhaps it would be 
better not to start tonight. 

TH CH ALTRMAN: if you would not be able to 
finish tonight, we will not start. 

MR. MAHAFFY: NO, E do not think we should. 
1 meant to indicate thet we would not take very long in 

the morning. 

(The Inquiry was here adjourned to be resumed at 10.30 A.M. 


November Sra.) 
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TH CHATRaiAN: Mr. Beyd was speaking of 
filing a took of Dr. Brown's, Mr. tiahaffy, is it avail- 
able yet. 

vite s.AHAFFY ; Not yet, my Lord. itr. 
Boyd fou.d that it was in his library out at Hartell, at 
the plant, and has made arrangements to have it brought 
in this morning and I think, sir, that we will have it 
available sometime this fcrenoon. 

THE CHATRiiAN ; Very good. 

Re wAHAPFY: With the permission of the 
hiembers cf the Commission I would like to recall iir. 
Boyd just to cover one or two points. 


THE CHALKE AN; Gertainly. 


C6 @1F @ OS 6 «oS 


LAYTON ALLEN BOYD, having 

been recalled, examined by lire wahaffy, said: 

Q Mr. Boyd, in your evidence yesterday you explained that 
the tail gas was obtained from various wells on the gas- 
Gap and ran through the absorption plant for the pur- 
poses of recovering the natural gasoline content. Now furthe 
than that and a point we did not cover yesterday, after 
the recovery of the natural gasoline is made, do you 
make any further use of the natural gas itself? 

A Yes. we use it to drive machinery principally and of 
course part of it is used for fuel, for boilers and camp 


supplies and various other fuel purposes. 


Now just to enlarge on that a bit, will you give the Com- 
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mission an example of the power use which is made of the 
gas and explain how the gas can be used for power in 
that manner? 

ell gas under pressure+~-- 

THE ChaAlRusAll; Now this is after you have 
gotten the natural gascline? 

Yes, after the extraction of the natural gasoline; it 
becomes what we call a “dry gas". 

Yes? 

We use it expansively in place of steam to drive recip- 
rocating and turbine machinery. 

BRe MAHATEY ; That is the machinery used 
in the plant operations? 

Yes, and we use it similarly for the plant, that is for 
pumping oil into the pipeline, some suall amount is used 
for that; essentially it is used in the place of stean. 
We reat it very slightly to prevent refrigeration and 
then we use it in the machinery under pressure. 

And a portion of the gas is also used, I believe you said 
for fuel purpnses, that is heating purposes? 

Yes, heating purposes and fuel for boilers or stills; 

at the present time we use, the free rotary rigsnare 
using gas for fuel and if I remember correctly there 
are bout 90 domestic dwellings on this dry gas system 

Oo ours, in or near our plant. 

THE CHAIR: Al : - ijcula you say that again 
please, Mr. Boyd, I did not get that? 

There are approximately 90 hores are heated with dry gas 


from this plant. 
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Re iu AHAFFY : “Would it be fair to say, 
ue Boyd, that considering all uses you have mentioned for 
the machinery for the expansive properties of gas in 
place of steam, the boiler use and the various things 
Which you have mentioned, that all of the gas now going 
through the plant is put to seme such use? 

Yes, I would say that probably 90% of the ges going 
through is used» We have to have. a plant, I do nnt 
know of a plant of any type but that you would have to 
have some excess going to waste or to atmosphere for 
control purposes; otherwise it is almost impossible to 
take intc a plant the exact amount of fuel which you 
take out; quite obviously if you have, for the sake of 
arguaent’ 5 wells coming into the absorber and each well 
will make 1 million cubic feet, you have 5 million cubic 
feet coming in; now to make your absorption plant tc say 
75 lbs. you cannot take out exactly 5 million cubic feet. 
If you have 5,200,000 cubic feet your pressure goes 
down and T do not believe anybody could operate ga plant 
without some small waste there to take cure of the sewer-~ 
age, at loast we have never been able to do it in Oklahoma 
or Texas or Alberta- 

And that accounts for the other? 

That accounts for the waste. 

Of approximately 10? 

Yes, and I do not think I would want to take on the ob- 
ligation of trying to get such a delicate balance as 


that. 


ur. Boyd, i believe there was scie request recently frou 
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the military or police autnorities that certain Pigs 
be burned in and around the plant for the purpose of 
lighting up the a and the grounds around it, for 
military protection purposes? 

I would not sey there was a request; there was a sug- 
gestion to that effect by local «ounted Police Author+ 
ities; we have tried to keep our flare burning however. 


It seems to he a considerable problem to us, the volume 


of waste is sc small that it is continuously blowing out, a 


gust of wind will blow it out and possibly it only 
burns about half the time. 

In other words would it be fair to say you have not 
enough gas to really supply the flares which were sug* 
gested? 

Well I would not say that. We could possibly supply the 
flares by altering the arrangement or moving it to fit 
that particular condition; there is a certain amount of 
gas, with the limited amount of gas we have, we do not 
have enough to burn our present system, to keep it burn- 
ing. 

Now ire Boyd, you have seen, I believe, the circular 
Exhibit "676", being the circular sent out by the Con- 
servation Board dated October llth? 

I don't remember ite 

ipig is a copy of it? 

Yes, I have seen this. 

Now we find attached to that, my Lord, a list of the 
various wells on the Sree and the yearly allowables 
Now I would just 1:ke to ask you one or 


to each well. 


two questions in connection with that, tir. Boyd? 


Con ae 


ARO Pe 


won 


. Pay 
* 


f 1 
sido eokisyl depaiea Sa00t Wa tbs te dadd so 
At oer 
PL he en 
‘ Pe ; bee i oe a ie, 
spoareawad srl asd esa Tt Pm a botad avait f 
x ; Sia Pile. ae 
; Bis : aot re F i ai 8 ran , o. ; a ak 
fice eas J Bee EN s. oek ore ‘ i Ie inf oO hs 5 og COG wo 
’ ra Be 4 ae he wie . Air } Akl e Ban ’ a ¢ yak Le itine. s 
Vick t: a lOteree 3 tuo gh Weed EE 7 
: | =f, 
suff gat tiad 
fon ead “aye Aone. a eae Hi, fe bbe | 
: ae heck |. pecigh 
~aoe otew do tow adeelt: at Plea tele of 
= 
i *? ee.) % 
r as 
i ‘2 a7 ie 
an wl 
; ih Ya Gil. DLAs Bae just Ya sy th, a's 
i 
3 fh 08) 96 git permet) abaeta if fe 
us Reatie 6 el eR ail dtbgid api 
em ieee ¥ Ae 7 
i‘ 
“ Sy ia) 
revit . ; } oe 
anit ij is * oti F 1: Oh 4 ee < oY ey 
ae foe flotn Ae Bei se 


on 
ar 


Pere ae 
ae * 


J a wt 
“zi ae oly) 
b “fs; TH, Be ees i, i 


Werte, ee 4384 “éia iad ig cap wy 


+ fay Pa 


“fe tone ae 


7 She Meee 7t 


se tenotiag. 


¥ 
a 


rh hy 
ye ge 


guupet & Bae ote co fon 


. 
ad 
* 


Or he 


¥ ‘ amid, 


5 Paget ‘ 


st te 


Last, _ Bike ae 
’ Bi Nel a 


die Le Boyd 


GL 
5 


“15,532. = 


YHA CHALRWAN; I have not read that 
uxhibit as yet, but it specifies the yearly allowable 
does it? 

MR» WAHAFFY: It is the yearly allow. 
pule, my Lords. »Thisy teaaocopy of the actual Bxhivit 
and it lists the various wells on the gas-cap and shows 
the yearly allowable gus production. 

THE CHALIu.AN: Final allowances, li-GF., 
what is that. 

ihe MAHAFFEY; Thousand cubie feet, for 


instance the first well---+- 


THE CHaAliaAn:; Thousand cubic feet a year. 
Ise WAHAFFY ; Yes, take Anaconda No. l, 


the first one, was allowed to produce 88,800 cubic feet. 


re, GHATS: AN : Per year. 
WRe i: AHAFFY: Per year. 
feeor LiPo etes: Is that the allowable under 


open flow of which 25% is maximum. 

BRe wAHLEIY : NOL thevas: Nev, this ia 
the allowable suggested by the Board in its circular of 
Jcotober llth, allowables are not enforced by order of the 
Boauraecr Dy eny otvher---s" 

Mine FRAWLEY: Lt is .uat & Betice, -a 
tentative proposal. 

THe GHA thhial: Notice, tentative proposal 
or the restriction of gas production. 

MAJOR LIPSETT: They seem to use the word 
Nollowable “in tow senses; in the regulations it says 


that the amount is not to exceed 25% of the allowadle 
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under open flow; now this allowable means a reduced anount 
Which can be produced. 

uke COTTLi: I do not think it says 25% 
of the allowable of the open flow; it says 25%) of the 


open flow in the hegulations. 


vi JOR LIPSET?; ‘Shen I got it wrongly. 
Ue FRAWLEY: hegulation ¢8 says, oh yes, 


surely: 

"Tu no event shall the production exceed 25%) 

“of the oSpen flow capacity of the well." 
Tih CHATRiGAN; Are VOU £Oines to tell wai 
aque course whut happened on the 17th of October. You see 
here the board will attend at the offices on the 17th of 
October and heur such representations and sO on . 
wee LOHAFFY : I will, sir, although there 
was nothing really of importance aid happen but I will 
have wir. itayland, who will be called, explain what hap- 
pened at that meeting, in brief. 
THE ChiaA Tita IN; ALL right. 
Re t AHAFFY: Now ture Boyd, Keeping in 
mind this list, I believe you have prepared a statement 
showing the wells on that list that are supplying tail 
gas to your plant? 
Yes. 
Lud you have shown in this statement the yearly, the pro- 
posed yearly allowavles as set out in BxXnibit, "676"? 
Yese 


And you have wlsc shown the daily allowable worked out 


on that basis? 
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Yes. 

is that the statement which has been prepared? 

Yesi | 

bib sLAHAPRY! I would like to put that 
tn, my Lord, aa an kxhibit« 


(STaATinsKNT PRODUGED HERE 
WAKKED AS EXHIBIT 677") 


Mike LAHAFFY: Now, iir’.s Boyd, just look- 
ing at that, how siany wells are shown on this statenent? 
Nine, I believe, ten wells. 

Ten wells? 


7 


LES -« 


And those wells all supply gas to the Gas and Oil Products 


absorption plant? 


Yes. 
THE Citi lia lan ; Now this exhibit "o77"---+ 
ie BAHAFFY : I was just going to have 


the witness explain it and perhaps that is what you were 


going to suggest. 


Wri GlhiA TRaiAl: YeSe 
WRe wAHAFFY > There are ten wells shown 
On this? 


L believe there are actually elven wells here, yes, 
eleven wells I believe it is. 

WAJOR LIPSETT: “Twelve, is there not? 
Yes, there are twelve, twelve wells. 

wihte tif HAPFY; These wells all supply 
tail gas to the Gas and Oil Products’ Absorption Plant? 


Yes. 


Now you worked out there, iire Boyd, the daily allowables; 
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8 EO. 
how dn. you arrive at that, by dividing the yearly allow- 
ghle by S65 days? 

A Yes, yes, it is merely divided. 

2, it is true the wells produce 665 days in the year? 

il Well normally, yes. However, they dc not, of course, 
sometimes they are shut down for tests, conservation 
tests and there is the possibility of a well being 
frozen off or something but they are supposed to operate 
the 565 days. 

iQ And the absorption plant operates #05 days in the year? 

A Yes. 

Q Now what is the total daily amount of gas that would coate 


to ynur plant if theses proposed allowablesas contained in 
Exhibit "676" were enforced? 

A 2,208,000 cubic feet daily. 

Q Per day? 

A Per day, yes. 

a) 2,208,000 cubie feet per day, my Lord. 
THis CHA LriaAl : Yes, ‘that Vs .20. fhe oro- 
posals in Lxhibit "676" were brought into effect. 
Wire MAHAFFEY ; That: 1A Yight, site, Li the 
Board's proposal as contained in ixhibit "676" was 
brought into effect the gas delivered to our absorption 
plant from these wells would amount to €,208,000 curic 
fee per day, have IL Ae that clear, my Lord. 
THE CHALRiIAN: Yes, that is clear and the 
requirerient is 15 to lo million cubic feet per day. 
tins L:AHAFFY: That if right, ay Lord. 


wAIJOR LIPSETT : You would be getting just 
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about 20% of what is needed to enable the plant to run. 


tRe iAHAFFY : That is right, tire Com- 
missioner. 
tsRe MAHAFFEY ; iow putting it another way, 


bite Boyd, approximately how much natural gas could be 
produced from this 6,208,000 cubic feet per day? 

Oh approximately 1,300 gallons. 

Thet is assuming the plant was operating? 

Yes, that woulda be the extraction from that, that would 
be the recovery, approximately the recovery, that is 
about 24 or 25 1lb- gasoline, about 1300 gallons. 

rRe UWAHAFFY ; Yes, that is all, thanks, 
iure Boyd, unless there are other questions that somebody 
wishes to ask you. 

ike FRAWLLY: I think I have made this 
as clear yesterday as I Gan, bire Boyd, your compary's 
plans are to get the required natursl gasoline from the 
crude oil wells? 

That is our plan, to tie up as much as we Gan, sire 
Frawley. We have a@ line down into, I would say the 
Central part of the Southern crude oil area. Now of 
course we do not know what g4s we can contracte There 
are certain cases where wells are a considerable dis= 
tance from the line, maybe a small well, maybe a well 
away from our location, which cakes nay be a half a 
Million cubic feet a day,a well like that, I do not 
think it would be economical to take it, but whether 

it is economioul or is not, where we are able to get 


the gas we propose to tie it up; those are my in- 
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structions from bir. iayland. 

Q It means if you would have to get the veguired anount out 
of the crude oil arew alone, you would have to have 
with present recoveries, a great big volume of crude 
oil gas? 

A It would take a considerable volume. 

Q And your whole operation there seems to require a con- 
tinuance of the flow of the gas wells for the time 
being and for some considerable time as I understand? 

id Yes, IT would say that to mint:in this volume of pro- 
duction we would have to have considerable gas «cap gas 
for some time, because I do not think that there will 
be availaole gas for some tine to make up the difference, 
from the crude oil area. 

Q And you are going into the gasoline business new in a 
complete way, are you not? 

a) Yes» 

Q You are going to make all products? 

A Yese 

Q And egoula you for instance handle the business of the 


Great West Distributors, the business which the British 
American Company now has, supposing for example that hr. 
idacKenzie came to your company tomorrow to ask you to 
supply his requirenents? 
gins LIAHARFY: iny Learned friend is. try- 


ing tc stir up some trouble, is he.» 


oing to show you 
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Nite FRAWLLY: 
how much trouble you would be in yourselves. 


Q If Mir. MaekKenzie asked you tomorrow to look after his 
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requirements, you of course could not do it? 

A Kir. Frawley, I.do not know how auch i:r. saeKvenzie's 
reguirenents are. 

Q You do not know what his requirements are? 

é NO. 
mRe wAHAFFY : L do not think that question 
Boould arise with mr. Boyd. Mr. Boyd is not on the sales 
ends 
iilte FRAWLEY: But aire boyd would have to 
make its 
fitte LiAHALEFY: Perhaps we can shorten the 
matter, my Lord, iu.re Mayland is going on the stand and 
is familiar with this. 

WRe FRAWLEY: It is perfectly obvious, 
my question is perfectly obvious, you could not make an 
additional 4 million gallons a year for iir. waciengie, 
I mean you simply could not dc it unless you really had 
more gas wells thar you now have’? 

4 Well I would have to calculate, probably so, yes, to make 
4 million more, I probably would have to curtail the use 
of natural gusoline. 

Q Well can you do that, can you sacrifice, and we core 
right back to where we were yesterday morning? 

A That would be controlleu by what the competitive con- 
ditions are. 

Q, Yes, and we are back to that aguin? 
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A. Boyd 
mAs SP RVis Just one question Mr. Boyd, 
Just whet is the reted cepecity of your gesoline plant? 


aeveut co million £ think ie the Pated capacity. 


we neve put through the 
You are now operating « 


Or ko mil bion? 


Wee Leasor 145 mPlPron. 


Under the suggestion of 


However 


Y plant 67 million in“fezss; 
t something over 12 million, 12 


the Conservation Bo0erd as contained 


in @xhibit 676 you would be reduced I undersiiend to erout 


3 ,200.,000% 


Mr. Gottle points out. 


thet plant with that smell through-put or 


ectuslly closing down i 


Well thet 


figured on I bslieve more closely 


is something Mr. 


From the .ges-cap. 


Tbs is ' TTromithey cas~cep 
possible to opsrate 


PeypLooreci poss ly 


would it meen 


f thet wes ell you had avaeilavle? 
Harvie “ het wouldole ve to ve 


than i Cen igive Peters, 


However, I would sey thet is very doubtful if you cauld 
operate. 

Pee LRMLN : dat through-put is thet? 

Three Million, 

wR, TARVvIy: With the 3 7200 , 0O0G. 

THR OUST VMAN Iwas going to esk thet myself, 
jie know tow much the witness thinks he cen get end one would 
be curious to know whether it would be abdle to continue 
operetineg. 

WR ARVI 3: My underctanding was that where 
3,200,000 feet of gas thet is beine processed now would you 


continue? 
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A Without going down end working up a report I think it would 


be doubtful if you could work a plant of that size and 


Operating expense for a small volume such as 1300 gallons. 


In any event it would be e tremendously inereesed cost per 


re) 


gellon? 


A Very enormously, quite obviously. Our operating costs we 


cen only strike some minimum. we have to have sa certain 


humber of men to look efter it. The amount of equipment 


and meinteinence remeins the same whether you handle a lot 


of ges or a sméll emount of gas. Obviously the unit price 


per gellon goes up temendously es the volume recovered goes 


down. 


Q With your present equipment, leaving out for the moment the 


O@uestion of the cost or economics, would it be physically 
pogesible to operate with thet smell through -put? 


I would cey it would de physically possible yes with probably 


A 
chenging e lot of your equipment. 

Q Tt would meen considerable changing? 

A wud e lot of expense. It could be done. I would not say 
Perocoulcd not pocsibly do it but Il would” require ‘consi der 
able exvense changing coms of the larger control valves end 
DOIN S . 

Q From the practicel stendpoint you do not think thet is feasible? 


A I doubt very much if it would be. 
MR, COMMISSIONAR LIPSUPT: I suppose you would have to 
is’ product for 


continue working it to gst es much of this 


your ordinary gesoline, end for your cracking plent? 


A Well Mr. Commissioner thet would egain be a very herd thing 
If we had inst fficient naturel to coxpete it 


po aecide, 
might »e just a metter of time until ws were out of the 
market. But as long es we were probably trying to compete 
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end struggle along, we probably would be forced to do 
thet very thing. JIhet would be my personal opinion, 
Whatever the cost then, if the cost Wes practically pro= 
bibitive? 

Yes, we would be in thse unfortunate position we would do 
mae 83 Long aes we kept up that struggle. 

TH CHATRMAN: 4s I understand what you say, 
yeu WOUld be in an entirely wrong competitive position? 
eve OSvicously yes. 

Mno if there wes no hope of a change in that you are out 
of the merket? 

In time yes. 

Pon could not run 6% a loss for ever? 

And it would strike the position eventually where our 
Guelity could not competes, 

You would lack the essential volatility? 

We would lack the essentirel volatility, bad starting and 
bed accelereting characteristics. 

Meee with the eadditional expense in the tetrae-ethyl lead 

to provide you with the octane rating? 

Yee thet would increase your tetra-ethyl lead coct. 

MR. HARVIE: Mey I ask one more question. 
would you consider it even if it be possible to operate 
with that minimum that you had there would you consider it 


ms ao 


to be cheaper to import it «et your 2l¢g than to operate thet 


plent? 


la 


Well I would say very likely Mr. Harvie. Agein thet would 


be 6 matter of actually going in to it a little bit further 
then I heve, but I would not be surprised if you would not 


find you could import from Brooktree just es chsap as you 


could make the gesoline with a plent of thet cize producing 
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1300 gallons per day. 
Q So thet from the economic standpoint that would mean the 


closing of the plant if thet were. ths cese? 


A Pees tt WOuld lead. to thet. 
MR. FRAWL iY: Did you yesterday meke a state- 


ment as to the through-put of your refinery. You say you 
meeded S500 gallons per day for your plant to operate and 
there was the new cracking unit and you need 750 gallons « day 
more for your cracking unit, which means you need 6250 gallons 


ber day now? 


A Mee that would, be predicated on our previous consumption, 

a Did you put on the record what your through-puts were? 
mien your dDlending requiremsnts were... What your run of 
Piro nen-pul. is so that the peresntage of the crude so that 
mercortld be checked? 

A Mo f do noi think that wes mentioned. 

Q Well perhaps we had better gst thet. 
MR, MAHAFFY: whet is that? 
MR. FRAWLGY: In othsr words have Mr. 2oyd 
Peery ssnot using the word offensively et sli = his meed ror 
6250 gallons. Why do you need thet much. whet wes the 
refining operation there waich requires you to need that 
much? 

A Well we use netural in the third grade gesoline to build 
up the octene rating primarily and volatility. 

Q IT understend thet. But can you meybe file e statement? 
THE CHATRMAN: Mr. Frewley wéents to know 


Vour proportion , if you need thet much gasoline how 
much crude do you use? 


MR. FRAWL:Y: Yee, suppose we wanted to send 


44 down tc Dr. Brown to check up and advise the Commission 
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Baya 


whether or not thet seems to be a ressonable requirement? 
On the third grede structure gasoline I would say we use 

an average of 25 or 50%. 25 to 30% on the average but we 
use more in the winter time. 

25 or 30% thet is for third structure and tractor gasoline? 
nee. 


Mee Tor .your a 


Vv 


» about what percentage? 

18% at present. 

Parour  sthyl? 

Approximetely thse same. 

(eer mey Or may-.not be enough. I do not want to delay it 
toc much now but perhaps Mr. Mahaffy would file ae refining 
stavement to show the run of crude end the run of other 


products which requires the 6350 gsllons? 


MR. MAH AFPY: Yes we can give you that. 
Mee EPRI WLSY: To show how you celculate 


the 6,250. 


Yes. 


In language that a refinery men could understend very quickly 


end readily. 


res Sin. 

THE CHATRMAN: well you will do thet Mr. 
Mehaffy? 

MR. MAPAFFY: > at Well E will meke a note of that 
oars 

MR. COMMISSION2®R LIpS2TT: - Mr. 3oyd are you the only 


compeny that is in the position of having to go down and 


pine down to these crude wells to try end get this ges at 


present or is any other compery doing thet? 
No the Royalite and the 2ritish Amsricen also heve pipes 


im the orugde oil ares. 
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SO that as far as practical all the gas from the crude 
Gree is being collected as far 4s it is practical at the 
moment is it? 

No I would not sey that. Our lines znd the hoyalite Oil 
Company's line end I do not know exactly where the British 
American lines are but I know of cases where our own lines 
and ths lines of the Royalite Company are close to wells 
that ere not being processed but I presume thet we cannot 
and Mr. dimmell of the Royalite S11 Campany told me thet 
hey nave the same trouble, they could not contract this 
gas. 

TH CHAIRMAN ; whet is the number of that 
plant of the Royalite? 

fie, is the No. & plent. 


Paoy Gave ell they want in No. 1. 


a) 
tA 
° 


feeereyO, 1 ft understand is ell ges-cap ge 


ue > 


Mee COUMITCSIONGR LIPSS Ts Why cannot this be contrected, 


Ha 6 eo 


T=)it thet it would be too expensive or whet Mr. Boyd? 
Mo, Some of them are quite close to their lines but the 

rude oil producer apparently does not went to contrect 
this ges. There is little revenue, we grant, to the 
erude oil producer for the sale of whet we commonly cell 
in the States, "jet gas" due to the smell content. Now 
the objection offered by some is this whan they contract 
gesoline to an extrection compeny they have to give us 
rights to come in end instell pipe lines end meters 
end some say, “we would not heve en outside company in the 
for whst it is worth.” I heve been told that, that is one 
objection, I cen specifically furnish. 

ot the orecent time in fact going to waste? 


ie cist ges at + 


Yee Sir, eonsideravle of it is eoing to waste. 
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There would be no regulation in connection with thet waste 
made »y the Conservation Board. 

No Sir, not thet I know uf, I expect Mr. Cottle could answer 
that but [ know of none myseif. 

If there were some regulations preventing that gas from being 
allowed to gc to weste would that force that ges to be given 
to the refineries that need it? 

I think it would improve the situation if it were all process- 
6d that it were economical to connect up. 

Ont CHATRMAN: You say there is no 

restriction upon the waste of gas from the crude wells that 
you know of? 

imey nes I know of, no, Sir, S8y that I mean I know of no 
rules of the Conservation Roerd that would require that gas 
to be processed by any plent. 

MR. COMMISSIONGR LIPSSTTL in, fact .is thet ges coir To 
waste et the present moment? 

Deoucir, 2 considerable of it, 

Gas that you cannot contract? 

Mea oir, considerable of it. 

Tf thet was conserved how far would that go towerd meeting 
your problem, would it go any substantial way? 

Mes it would help us considerably... Yes it would, 

THW= CULT RMAN: | Any questions, Thank ycu 

Mr. Boyd. 

TO? CHAIRMAN: Mr. Harvie, thus Ter this 

seems to be a Ges and Oil Products matter but has your 
company any concern? 

MR. HARVIE: wwe are very concerned Mr. 
Chairwen and I do not know what we can do «bout it. We sre in 


the seme pnusition es Gas and Oil Products. JI think thet is 
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substantiated by the evidence now in. we ars meeting the 
seme problems as all southern gesoline plants are, tnet is 
Royalite © , Gas end Oil Products and our own. 

THe CHATRIMAN : You are adopting the views 
thus fer put forward by Mr. Mehaffy ere you Mr. Harvie? 

MRe OSRVIaS: Exactly end we elso presented 
our cease in our own way and we hope with some effect to 

wre -COnservetion Board, 

Tot CHAT RMAN: All I went to know for the 
Precont » or course 1t is a matter for yourentirely, but 

We are trying very herd to work out our time and F wondered 
if you were not introducing evidenee and if you are -- 

MR. HARVIE: at the moment I had no intention 
Of it for the reeson thet I think the evidence that hes been 
put in by the Ges end Oil Products is applicable to us and 
Gen be Sdopted in principle, Vhe detail FT do not know thet 

you’ cere to bother <bout. 

MAR, FRAWLIY: With great respect is it not 
Stuevter or detell, The principle is obvious there is a 
beck of ges but it would be interesting to know the require- 
ments of the B.A. absorption and whet their alloweblés 


Fexdow SP de waet 


a0) 


ere under this order and what they propos¢ 
suggest enything further should be done «t all but IL jus t 
query the sufficiency of 4 statement thet we agree in 
principle and they apply to us iff primceiples  firg Soya 
tells mc juct whet his situetion is end what he needs and 
wheat he is getting end nerheps the British <mericen should 
tell us the ceme, I do not know. 

MR. BWARVIE: Well we had anticipated the 


place this would be dealt with would be bofore the Conservetion 
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MR. FRAWLZY: That is another point. 
MR. HiZRVI i: If the Commis sion enters 


into it it is quite possible-we will neve to do something 
but et the moment I think the evidence thet is being supplied 
by the Ges and Oil Products seems to fit the general picture 
very accurately and I am quite sure there will be no regul- 
ation made applicable to them thet would not be made epplic- 
aovle to us. 

MR. FRAWLEY: You" Sse Mrs Boye cays ¢ 1 
cennot carry on, definitely and absolutely I cannot carry on 
eny refining business," Now it will be interesting to know 
whether Mr. Harvie cen carry on his refining business, that 
ie ell, 

Me. HARTI EN: tL think on thet point Mr. Chair- 
man, thet the evidence is already before the Commission in 

One place end another thet there is really nothing you can 

sey that you cannot do without in the refining busimess, It 
bene. Ss matter of economics. I em quits sure if the ab- 


sorption plent were closed down thet the equivalent of the 


naturel gasoline would be obteined.In some form at some 


price or from some other place. And es long ss every perseon 
else is put in thet same position the competition is the 

Sene vend we will. just fit. into tha pieture inj thet way. 

The evidence of Mr. Boyd is thet his costs would be increased 
apoproximetely l+¢ per gellon. 

THs CHALRMAN: The suggestion to us though is 
thet one of your competitors could not be in thet position, 
MR. HARVIE: In tnet cese there would poss- 
ibly be some other srrengement. If they heve en exclusive 


contrect on the ges-cep gas or the only merket thet is avail- 


able possibly something could be worked out with them thet 
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H. Mayland 


they would pro-rate or I 4o not know Whete, De we a iaree 


problem. 
THA CHATRRIAN : Apparently. 
Mes HARVIS: It is one that we ere neturally 


Olelly inverested in, If it is the wish of the Commiscion -= 
Oe CHATRMAN: Well Ll juet wanted to know 


where you stood tnthis matter. <All right. 


ALBURT He MAYLAND rece lied; 


MR. MAHASTY: Mr. -‘Meyland 2 believe you 


were sworn once vefore? 


ou erer the President of Gas and Oil Products Limited; Mr. 
May Lend? 

res. 

Bod Mercury Oils? 

Yes. 

And Miracle Oils? 

Yes 

And Mill Gity Petroleum? 

Wo. 

You are an officer of thet company? 

Judge Davidson -- no I em not an officer of thst company. 
Geemenet an officer of Mill Gity. 

YOu are President of Ges and Ob) Products, aercury oils 
and Miracle Cils? 

yes, and Van Peg. 

Ven Peg Royaltiss? 

Yes end Van Alta end Monelte. 

And Oil Incomes? 


Alberta Oil Incomes Limited. 


Ula wpe 


fen f etn SO. « 


~ dal. AS rian 


tm ta ame em phen Alon a pete dy, 3a 
: we , ang 


a he ee 7 Sy emery plesk oY : 4 
7 s Aare iy } 
Ee aan’: 0 a hy 


2 Zi ’ 4 i 


ae rf peas: tc eae see 
Mrs aa et) Dat Beas 


Low 


{ 
{ ies 
Pea et: 


e9¥ adits i i 


ny 


tri 


sae 
A. H. Meylend -15,549- 
MR. FRAWLEY: And is there one celled the 
UseekOil Company? Do.not, forset thet. 
MR. MAHARFY: How long heve you been actively 
engeged in the oil business? 
A Well I do not know just what year I started. I would say 
fen or twelve yeers ago. 
a} How did you first become involved in the oil business? 
A TI got a leese celled the Mayland Léese from the C & B, 
one away down in the south end. Nobody else seemed to want 
Lt. 
Q I believe you then organized the Mayland Cil Company? 
A Yes. 
3) And subseguently I bslieve you lost control of that company 
to the Royalite Oil Company? 
ts Yes. 
MR. FRAWL SY: we just pass over that do 
we? 
MR. MAHAPEY: Yes unless you want some- 
thine. 
MR. FRAWLISY: Oh no. 
A T never did heve control of the Mayland Oil Compeny. 
Tt wes controlled in Vancouver and they made a deal with 
the Royalite to take in some acreage thet g-ve the Royaelite 
Control. 
MR. MAHATFY: And then subsequently I believe- 
if my learned friend doss not mind me leeding & bit = sub- 
sequently I belisve about 1929 or 30 vou orgenizsd Mercury 
Oils Limited? 
A Yee. 
Q And Mercury Oils Limited drilled welis in what was then the 


extreme south end of the field? 
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A Yes 

a) Was thet considered elmost e wildcat operstion at thet time? 

A ee. 

Q And several Mercury wells were I believe drilled on thet 
section 4, 

LA Yes. 

a) And thet is,just in brief, your entrence into the Turner 


Petisy o11 situetion? 
A res . 


Now upon the completionof these verious wells in thet south 


ree) 


moo Of the field, the Mercury wells and Miracle wells, did 
Pou keve eny difficulty in -- by the wey whet was the prod- 
ieUlon? 

A We were producing naphtha. we were very fortunate. wWe hed 


every Dig well, one was ¢ very lerge well and it had good 


big production. 


a) Anc the production wes naphtha? 

A eS « 

Q Recovered in the mechanicel separators that Mr. Boyd spoke 
of yesterday? 

A Yes. 

Q Wheat was done with thet production? 

A We sold it to the Imperial. 

9% To the Royelite? 

A To the Royalite yes. 

Q Was enythirg done at thet time with the tall gas from the 
mechenical separators? 

A No, 

a) Did you endeevor to make some arrengements about thet eas? 

A res. 

Q ie > Gic you try to do? 
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‘1 tried to get Mr. MacLeod to treet the ges -- 
ie 3 
Before you go on, Mr MacLeod of whet company? 


Pein Imperial. pe ; 


y 


: (Pease 15,558 follows) 
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I interrupted you, you said you tried to get him to treat 
the gas? | 
Yes, to teke it, but he told me his pipe-line was not big 
enough and that they had all they wanted at the sian 
That would be,what Royalite plant would that pe 

Theat would be the north plant. 


The Number 1 plant? 


Vas that the only absorption plant in the Valley at that 
tine? 

Yes, that is all. 

So what did you do? 

I bought a plant. 


An absorption plant? 


In order to keep from wasting the prodquetion and there were 


sevoral other wells tributary to that, to our place, sol 
bought a plant and got what products I could. 

Now what year was that? 

That must be about 6 years &&0-5« 

I suggest it was 1934, would that be sbout right? 

I think so, somewhere around there. 

Gas & Oil Products Limited was orgenized at that time? 
Yese 

And it put in an actual plant, did it not? 

YeSo 

The plant was purchased in the United States? 

Yes, purchased it and Mr. Boyd together. 

And Mr. Boyd came up “ith the plant? 

Yese 


For tthe purpose of instslling it? 
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YesSe 

And then you subsequently mado arrangements to keep him 
here? Me 

“e had that in viow when wo bought the plant. 

Now when you built the plant, Mr. Mayland, the absorption 
plant, were there any other plants in the field save Royalite 1? 
That was the only one. 

wheat plants have been built since? 

There has been Royalite 2 and the B. se 

be (far is Royalite 2 plant from your plant? 

Just a mile. | 

Just a mile away? 

Yes. 

And the Be A.‘'Ss? 

Oh about 4 miles I think. 

Further south again? 

Yese 

Now at the time you built this plant, kur. Mayland, in 1954, 
the evidence and tho argument yesterd-y indicated that tho 
Oil and Gas Violls Act Rogulations provided for 40% of open 
flow production from the wells? 

Yes. 

Did you have any assurence from the Government with respect 
tu the prceduction of thosse wells? 

-@ll yes, ina Waye ‘7g had guite a battle with the Brownlee 
Government in regard to Conservation; they wanted to put 
through a Conservation Act in regard to acreage, which was 
very unfair; it would put the small companies out of 
business and we were able to defeat it and he asked us what 


wa wanted and we teld him we wanted what the leases called for, 
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40% of the open flow, so that is practice lly what was settled 
on at that time. 

And then you proceoded with the construction of the plant? 
Yes. 

Just roughly, Mr. Mayland, how much, prior to the installation 
of this cracking unit, what was the approximate investment. 

of Gas and Oil Products Limited in its plant? 

I Gid not just get that. 

What was the approximate amount of money which Gas and Oil 
Froduects --- 

In the Gas Flant. 

That they have invested in this plant? 

Up to date they have about $460,000.00 of an investment before 
we started in on our last unit. 

On the crackors? 

Yes. 

Now after the completion of this plant, Mr.e Boyd has explained 
that natural gasoline is produced in the plant, what was done 
With the production from the plant? 

When we started the plant I went to Mr. Mcleod of the Imperial 
and wanted to know if ho wanted to buy the production and they 
offered mo two something for it, I forget just what it was, 
and they would only take a 6 months contract. Well I says, 
MJo cénnot deal that way, Jack' I said 'you might just leave 
us in the winter and we couldn't sell it, and we would be 
swamped". Well he said, "That is as far as we will ge", so 

I had a talk with Mr. Boyd and Mr. Boyd said “yell we will 
make a gasolins out of it, we will cut it down so that it 

will make us gasoline." I said, "All right, get busy, we 


have to get rid of it", so he cut it down and we sent a 
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Somple down to *ansas City and. got a reply on it that we had 
less than 1%, less than one-half of 1% of dirt or butane in 
it, so I immediately called it "99 pure"and that is where 
Peeeou tts name, “99 Purity". 

and that was the beginning of Purity 997 

Furity 99. 

Now having started the manufeeture of this gasoline, what 
Pao You do with it? 

We built up a ssles organization and sold to the farmer. 

We gave the farmer, the consumer of third structure, a much 
better gssoline then ho vas ever able to buy before. Nize) 
gave him an ideal winter gasoline ana that is what built 

up our sales and that is what put us in the position we are 
todaye Now Purity 99 is what is callod in the trade, third 
structure. 

& third structure? 


A third structure. 


And from there did you start establishing marketing facilities? 


Yes. 
Now at thet time, Mr. Mayland, were you menufscturing eny 
Standard gesoline or ithyl gasoline? 


NOs 


- 


You started to do so this wesk, I believe? 
Yese 

But up until this week you have never manufsctureaé a Standaer 
or wthyl? 

No, we never had any erecking plant to co ite 
You, I believe, ae been buying, these pxoducts, that is the 
Stamdard and ithyl? 


From the Imperial. 
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& From the Imperial Oil? 

A Yes, not from the Imperial, from the --- 

G MRe FRALEY: Maple Leuf? 

A Maple Leaf. 

Q Mie WAHAPY: An Imperial subsiduary? 

A Yes. 

Q Hovi Mr. Mayland, the Commission might be interested to have 


your views in answer to this question, since you commonced the 
manufacture of gasoline have you founda the jobbers of assist- 
anee in marketing ths products whieh you have been manufac turing? 


Oh, yes, théy have been a big help to us. 


Q MR. FRA'LIGY: Whom did you say, the jobbers? 
MR. MAHAFFY: The jobbers. 
MRe FRALEY: Let us name them, we haves so 


many of them, whet king of person is a jobber to Mr. Mayland. 
Q MR. MAHAPIY: ‘“jhat do you mean? 
A Geeculdn't sive you a List of ‘all of them, ve could give 
you a list of them though. 
MR. FRAWLEY: I can help you, you just mean 
these people we have been talking about? 
Mr. MAHAFFY: You just want to know who 
they are? 
Mie PRAVLEY: voes he mean the same companies 
that we have been e-lling, the "Imperial Jobbers", the Narth 


Star, the Canadian, the Union and MacKenzie and co on’? 


YeSoe 
@ WR. tAHAFFY: | 411 those people you mean? 
4 No, yes, wo have not been selling to the imperial jobbers of 
COUrSEe. 


Q That is*just the point, let us clear it up? 
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A We ecali them "dummy jobbers". Vie do not call them jobbers, 


maybe you fellows have a different name for them, like the 


PoviIweeretcummy: for :thesBsihs 


Q MR. FRAWLEY: If you oliminate all those 
people, who is the f3lluw you mean, Mr. Mayland? 

A The Saskatchewan jobbers, there are a great many small 
jobbers, Mr. Frawley. 
Mak. FRALEY: Oh, yes, I see what you mean. 

Gq MR. MATIAF FY: You mean people who sell 
casoline in the wholesale trade? 

y:) YeSe 

Q A&nd probably rotail but they do not manufacture any themselves? 

A There are a lot of jobbers that would come to us and buy and 
take it in a truckload and sell it to the farmer, that is what 
we call "Qa jobber". 
MRe FRAWLUY: Welk there you aregel 
thouzht he meant something different from what we have been 
Porline ai "jobber". 

Q MR. MAHAFTY: Well would ycu consider the 
Great West Distributors a jobber? 

A Yese 

ei Now when you started manufacturing this third strueturo 
gasoline, Mr. Meylend, can you remember When you came on 
the eutes with that Purity 997 

S ‘hat do you mean. 

Phe time? 

A Wo,-3°do not. 

Q It was in the fall. of 1934, was it not? 

4S Yes, somewhere about thero. 

Q And I suppose it rould be the spring of 1965 .befere 
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you would get into any considerable volume at all? 

F) Oh, we got selling it pretty quick, we were sellin, it off 
pretty fast. 

q In the winter of 1934-35? 

A Yes, the «inter helped to sell it becsuse vie turned out a 
great winter gasoline and it went quick. 

Q “ell now, My Lord, Mr. Frawley, as I know, put in quite a 
bit of evidence with respect to what happened to the price 
of third sturecture gasoline in the Spring of 1935. iL do 
not want to be burdensome in repctition anc perhaps just 
one guestion, Mr. Mayland, did the price of third structure 


gasoline go down in the spring of 1935, in the early winter 


Or 1956? 
A ell yes, it had several drops since we started. 
Q “hen you startod manufacturing, did you sell fur less than 


say, the Imperial was selling? 

A Yes, I think we sold a cent under what they were selling 
third structure gzsoline fore 

Q And over a portod of some months there was a considerable 
reduction in the price? 

A Yese 

Q Now what is the objective, Mr. Mayland, which you have in 
mind by installing this new Dubb's Cracking Plant? 

A “ell when you go into any busin ss if you are going to competo 
and stay in business with your competitor, you have got to 
be able to put out goods cqual to his or better. You can 
get business two waySe You either get the business through 
price-cutting or quality. ily policy is to xet business 


through quality. I have got a pscking plant that is similar 
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to the oi1 business and I have built up that packing plant 
on quality, not on price-cutting, and today it shows the 
same thing in the oil business. w6 are selling our third 
structuro gasoline fcr a cent more than the othor people 
becauso we have got the quality and we figure on doing the 
same thing with our other, with our cracked gesoline. 

Yee and: -~-— 

MR. FRALEY: Are you going to give us 

@ little cut in the price, Mr. Mayland? 

hoy Sir, We will give you quality. 

we have Lots of that? 

No, you have not got too mueh cf it, you never have too much 
Or. it. 

MR. MAHAPFY: Du you plan. Mr. Mayland, 
to put out a standard gasoline and an Hthyl gasoline to 
compete with those now on the market? 

Yes, 

And when I say "compete", perhaps £ should also ask yuu, 

how will your products compare with the producets now un 
the market, have you got as far as you can say that? 

Yes, I askod Mr. Jones and Mr. Boyd tc give me an analysis 
of what they were gcing tv sell to the pudlic, I wanted to 
know what they were going to sell; sc they geve me an analysis 
and they also accompanied it with a run of the Sky Chief and 
What do they call the other --- 

Fire Chief? 

Fire Shie#, and the analysis of what they were going to put 
out is a thei s Lot the same, practically the same as what 
the Texas are shipping in from Montena. I figure we have 


to compete with the stuff which eomes in from Montana if 


we ars going to get any place in keeping it out. 
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Q And I believe, Mr. Mayland, that Gas & Oil Products now 
hold a license under the, from the Ethyl Corporation? 

A YeSe 
MR. HARVIB: | Are you going to put ina 
copy of the specifications. 
MR. MAHAFYY: Well I did not plan to. I 
believe they were sent to Mr. Frawley at his request. They 
are vory technicel and I didm‘*t sse much object in putting 
them ins 
MR. FRAWLSY: ‘BHverybody else has put them 


in and you have no objection to putting them in? 


MR. MAHAPFY: Oh, I have no objections. 
Mr. FRALEY: This is -~- 
WITNESS ; Of course mind you now, thoss 


might be changed. 
MR. FRAWLBY: Oh, yes, this is not being 
marketed yet? 

A Noe 

Q, That must be understood when this Exhibit is being considered 
and the run of the Texas Sky Chief, that was just a laborgtory 


run from your ovn plant? 


4 Yes. 
(SERCIFICATICNS OR GAS & OLL 
PRODUCTS ViODUCED AND MAnkub 
BXHIBIF "678". ) 
MAJOR LIPSETT: Is that ithyl, compared to 


Sky Chief? 

MR» FRAWLEY: Yes, that is what it is, it 
is Mr. Mayland's new Sthyl product, compared to Sky Chief. 

THE CHALRMAN: “hieh he says ccempares favor- 


ably. 
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MR. FRAWLEY: Yes, everything is on. hore 
except the octane and the octane is not available, there is 


no machine available. 


A We expect to have a better gssoline than that. 

Q Oh, yes? 

y: That is just our first undertaking. 

Q MR. HARVIE: You are hoping to be able to 
compete maybe? 

4 Well we have always done that, whatever I have gone intc IL 
have always been able to compete with guality and I intend 
to in this. We built as good a plant, a plant that has as 
good a name cf putting out guality as is made, from what I 
esn find out, we were a long time deciding on just what kind 
of plant to build. 

Q MR. MAHAFFY: . ¥ou are satisfied. that this 


new cracking plant which you are putting in is the most 
modern that could be put in? 

A Yes. Just the other day Dr. Sidney Bourne, an expert, he 
toid me wo had the latest A aiek: ta ie 

gq Now Mr. Mayland, you made a study of this situation over athe 
period of years which you have been engaged in the business 
and I supposo you consulted with your technical men, you 
heard Mr. Boyd say that in ordor to make this new standard 
and Bthyl Pea adi 18% natura 1 gascline would be required? 

4 Yese I took it up with him, I said, "In order to make this 
grade of gasoline to compete with the Fire Chief", then we 
have tc have 18% of natural in it. 

Q And are you satisfied that the natural gasoline is required 


by Gas & Oil Preducts to continue the manufacture of your 


Furity 997 
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A Oh, my yes, we would hot have had any market, we couldn't 


have built up the market if it had not been for our natural, 
wo couldn't have built up our market 
Q Yes, and I suppose it is fair te say that in the time you 


have been in the oil business you have seen independents rise 


and fall? 

A Yese 

Q In competition? 

A Yes. 

Q But you are still in the picture and to what do you attribute 
that? 

A To our absorption gasoline thet we minufactured. 

Q, xyou feel that that has enabled you to enter the competitive 
picture and stay there? 

A Yes, and I may go further, there was quite a few of thoso 
refinery men that said that it could not be done, it was 
impossible tc make a gasoline that would operate from casing 
head; one refinery man bet me $5.00 that I could not drive 
from the Valley in hore oy, a fill of it and I must say I gave 
him @ ride that he was talking about his bcy before he got 
here, talking about his son, what would happen to him if he 
diod. 

Q WR. TRAVLEY: Of course that was the trouble, 
it was too good a gasoline, it is really an excellent blending 
product, do you not think that was too good tu be handed out as 
gasoline? 

A Well maybe I done the public harm by giving them a goud prvuduct 

| but that is my policy to give them a. good articla.s 

/Q MR. MAHAFFY: Now Mr. Mayland, you heard 


Mr. Boyd's evidence with respect to crude gas frum crude oil 
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wells, pointing out that some wells have been connected 
with that plant or will be shortly, what is the general 
policy that you have been following vith respect to that 
particular situation? 

A Mell, we have alweys tried to save as much as we could. 

I realize thet, we have got a big investment in the field, 
we have around a million dollers invested in’ thet Tilelds 
and in order to make a profit on it and get the returns, 
and a return of capital, that field has got to last and 
that is why we are in fsevor of saving as much aS we cane 
We have not opposed anything which we thought was anywheres 
near fair; as a matte: of fact we have taken the worst 

of it, we have been operating under e handicap ever sinee 
the Boerd made thet last cut, when they cut us down where 
we only got about 12 million but we have not done anything. 
We want Gonservation. We foel thet It is*a £000" Caine “ror 
the field but we do not want it to go too far and harm us, 
So we are, our “hole investment is there. 

Q Yes. Wow what heve you done and what are you planning to 
do about the crude gas? 

A We have laid a line down in the contre of the crude field, 
a big line, so as to be able to get whatever gas we can 
get. There are some people that will not let us heve 
gas; others are selling to the B. A. and some to the 
Imperial, so it is pretty woll cut up but we have really 
got an advantage on them, we have a big Line down there and 
we can take in our plent at a lower rate than any of them 
can takee Wo ean taks in at-about 75 pounds. we can take 
4t in at the end of the line eround 100 and I think the 


others have to have it up to 150 or moro. 
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a. H. Mayland 


q That is because of the facet that you have a Low -- 
4 A low pressure. 


A Low pressure absorption plant? 


a 


4 YeSeo 

Q And I believe it is right to say that the other three plants 
in the field are all high pressure absorption plants? 

A Yes. They are high, I do not know that you would call 
them "High pressure absorption plants" but they are higher 
thant Ours... 

Q I interrupted you in stating, in meking your statement with 


regard to crude oil gas. You have run this line down? 


A Yes, 

Q And you are endeavoring to meke contracts? 

A Yes, we are trying to contract all we can. 

G And you jintend to continue those efforts in the future? 

4 Oh, yeSe Wn have not any flare at our plant at present. 


There is no flare. ~ asked Mr. Boya, I asked him several 
times, to burn a flare thero in order that we could see if 
there was anything going wromg around the plant; as a 
matter of fact one of the Commissioners of the Government was 
to see us and he asked me if it would not be botter if we 
burnt a ecuple of big flares thers to protect oursclves and 
iheave instracted Mr. Boyd a eouple of times to do at,but it 
has not been donee 

#naq the reason is --- 

Well he told me ---~ 

THE CHAIRMAN: It blows out? 


It blows right out. 
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Mi. MAHAPYFY: The reason is there is not 


enouga ges going through the flare? 


iG Has 
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Yes, and I told him toteke more but he is too Sincere to 
the Government, he will not do it. 

Now the Chairman of the Commission mentioned cr observed 
that crude oil gas from crude oil wells is burnt and wasted 
in the Turner Va lley field? 

Yes. 

Have you on any occasions discussed that with Mr. Knode, the 
former Chairman of the Board? 

Yes, several times, 

Vhat has he told you atout crude oil gas? 

Bo said "I em not concerned, not in the least. That has 
done its work when it has lifted the crude and we are through 
with it. They can do whatever they want with it. It has 
done its work and we are through." 

So that your understanding from him is that as long as the 
gas has lifted the crude oil, it can be considered a waste 
product? 

Yes, that is what he has told us pretty nearly every meeting 
we have been ate 

Has the Board made any urder to your kncwledge --- 

THR CHAIRMAN: You described him as the 
Chairman of the Board and I understand he is not now. 

MRy “RAVLEY: Mr. Mahaffy said "former 
Chairman". 

THE CHALRMAN: Oh, former chairman? 

Mie MAHAPIY: Yes, and now the technical 
advisor tu the Boarde 

THES CHAIRMAN: Well having said so much had 
you not better <o on and tell us what the situation is mw 


that he is not Ghairman. You are dealing with a different 
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Board o 


St ic still burning. 


Q MR. MAHAFTY: Yes, is that gas still being 
burned? 
4 But Yuur Honour, he speaks for the Board most always when you 


are there, 

Q He what? 

A He speaks for tke Board when we are there in front of theme 
The other dey when wo were befure the Board he done the most 


ef the talking. 


Q MR. FRAWLBY: Well yeu did a little bit? 
A Most gonoerally. 
Q THE CHALRMAN: There is no doubt, Mr.PFrawiy, 


that Mre Knode is not Chairman cf the Conservation Board nowe 
MR. FRAWLAY: On, no doubt at alle 
Mre OC. We. Dingman is. 
THE CHATRMAN: Whether he dees the talking 
or net, he is not the Chairman. 
MR. MAHAFFY: Well, My Lerd, we have not 
had many discussions, just as Mr. Mayland says, Mr- inode 
Seoms tu carry CN» 
THR CHAIRMAN: Were the cther members of 
the Board. present whon these views were expressed by Mr. Knude? 
A Yes o 
Q MR. WAHAFTY: Perhaps Mr. Mayland, should 
that not te qualified; Mr. Cottle was not present at that 
last meeting? 
A Well I do not know whether they were all there, but Mr. Ccttle 
has heard that oxpressicn, hoard Mr- Knode express himself 


thet way at cther meetings. 
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Q MAJOR LIPSETT: Was there any dissenting 
expression oF opinion, by any member of thse Board, do 
you remember? 

A No, that has been accepted by the Board, that it has done 
its work. 

Q Mik. MAHAFFY: 4nd what have, What has 
Mr. Knode indicated to you, Mre Mayland, with respect to 
the natural gasoline? 

A He said that it was not required and that he was not going 
to keep any plant running for the benefit of natural 
gasoline. 

Q Did the other members of the Board, did they apparently 
acquieseco in that? 

A Ido not think I ave ever heard any of the rest of them 


pass any remars oon it. In fact Mr. Knode has gone so 

far as to call up our office while I was away and tell us 

we had to Shut down the plent. 

MRe FRAWLEY: Would you say that statement 
again, abcut Mr. Knode's viovws on natural gasoline, it was that 
It was not required? 

MR. MAHAFFY: Yes, that it was not required. 
TH CHAIRMAN: Just read that, Mr. Cutler, 

I would like te hear it tor. 


(Reporter reading.) 


"™ MR. MAHAPFY: And what have, what has 
"hire Knode indicated to you, Mr. Mayland, with respect to 
“natural gesoline?" 

vA He said that it was not reguired and that he was not 


uw . going to keep any plant running. Dor the benefit of © 
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MAJOR LIPSHET?: WLLL you reed on ifom there 
also, Mr. Cutler. | 

(reporter reading) 

MG Did the other members of the Board, did they apparently 
" acquissco in that? 


us| i do not think I have ever heard any ef the rest of 


o them pass any remarks on ite In faet Mr. Knode has gono 
" so far as to call up our office vhile I Was away and told 
" us we had to shut down the plant." 


( Go to Page 15,569 } 
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A. H. Mayland. 


Is that telephone call you have spoken of before Mr. ‘inode 
retired as Chairman of the Board or after? 

Berore’. 

When would that be, do you remember. You said it was while 
you were away. Perhaps you could fix it approximately by 
that? 

I cannot tell you when it was. J was in Vancouver and 
he called Mr. Kemp and he also had had a conversation with 
Mr. Boyd and Mr. Jones. 

Is it fair to say this, Mr. Mayland, heretofore, in any 
event, Mr. «node considered the absorption process of no 
Gonsequence at all in tho petroleum picture? 

That is what ne has always led us to believe. His attitude 
was that it was something that was not necessary. 

Mr, Knode comes from Texas, doesn't he? 

Yes. 


isneve never been there but I’ think you have and it vis 4 


warm climate in Texas? 


Tes. Still there is lots of casing-head used in Texas, I 
umerstand. 

Now, Mr. Mayland, you have seen the circular sent out 

by the Oonservation Board? 

Yes. 

Beniport "676"? 

Yes. 

You know from the figures that if that proposal went into 
effect there would be about 3,200,000 feet of gas go through 
your plant per day? 


Yes. 


Assuming that Order of the Board should be made along those 


lines, what effect would it have on the Gas & Oil Products? 
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A. H. Mayland. 


A Well, the Gas & Oil Products would not get any gas at all 
because we would not operate the wells. There would not 
oe &@ gas well operated in the South. The only people who 
could operate would be the pcople who could sell their gas. 

Q tev us just explain that a little further. This 32 million 

feet of gas that you would be getting under these proposals 

would come from 12 wells? 

Yes. 

Now, some of those wells are operated by your company? 

yes. 


and some by other people? 


> fo & © 


Yes, but they would all be placed in the same position. 

Nobody could operate a well----- 

Q You have had a lot of experience in the operation of these 
wells? 

m Yes. 

Q Will you tell the Commission whether or not those wells 

could be operated if they were producing thet? 

iin, they would not pay their operating expenses. 

They would not pay their operating expenses? 


No. 


Don 2 oe 


Therefore, you say the wells would be close’. down and the 

plant would get no gas? 

A You would have to close them down. You could not operate at 
a loss because they are not making anything now with what 
they are allowed to put through. They are just existing. 

Q Well now, just assume for a minute that those wells were 

operating. Let us assume that they did continue to produce? 


A Yes. 


cB) 


and the Gas & Oil Products did get 3 million feet of gas a 


day, what would be the effect on Gas & Oil Yroducts operations? 
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Well, we would have to ship in our blending material. That 
is the only thing we could do, or go out of business. If 
we Shipoed it in we would go out of business just the same. 
It would put us out of business. 

I suppose, =r. Mayland, your largest competitor in the 
market is the Imperial Cil? 

Yes. 

and they have two absorption plants in Turner Valley? 

Tea. 

And i suppose insofar as this general set-up, suggested by 
bxhibit "676" is concerned, their No. 2 plant would be in 
the same position as yourself? 

Pou tney pave a lot morev-crude. They could keep going, 

And what about the No. 1 plant? 

Well, they could keep going to. 

Why ? 

Because they have so much more gas under control up in the 
north end. 

Yes, and have they an outlet for the ga.? 

Yes. 

Where is that? 

The City and all these little towns. They sell it to the 
Gas Company. 

So it would be fair to say, would it not, that assuming 

that an Order of this kind went into effect that you would 
be left without natural gasoline? 

Yes. 

But your principal competitor, the Imperial Oil, through its 


subsidiary the Royalite, would still have a very considerable 


production of mtural gasoline? 
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A. H. Mayland. 


168, they would have their requirements. 

Is that a fair way of Sater it? 

xyes. 

And how would that react? 

TH CHAIRMAN: Iunderstend the British american 
absorption plant would be valueless too. 

MR. }aAHAFFY: What would be the position of tre 
SO. Ai~ Ss Dlant? 

Peeannot speak for the B. aA. I do not know how much gas they 
get from the crude cap. But I would think they would be in 
the same position we are, that they would have to close down. 
Ido not think they are getting enough to justify them 
keeping going. 

So that you think that the situation would be if something 
GSistne nature of Exhibit "676" went into force that provebly 
your own plant and the B. A. plant would be closed out? 

The first thing we would try to do would be to try and break 
55. Jf we could not break it, it would close us down. 

“we would not have to close aown, it would close us down. 

hee cheu Would morn tht thse KxAyvdate woul) Boothe only 
producer of naturel gasoline? 

fee, o4r, 1 guess 50. 

And what effect would that have on the comnetition on the 
market? 

Vell, they could sel!, they could keep selling their standard 
of gasoline anc we would have to sell an inferior gasoline. 

I have forgotten whether it was you or -r. S5oyd said it, 

Da, suppose it is fair to say if that were the ease it 
would be only a question of time until you were unable to 
Sell? 


Yes. 
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fe. Ho. Mayland. 

THE CHAIRMAN: | You would have to sell an inferior 
gasoline or import this blending gasoline at a price that 
would put you out of the market? 

Hither one would put us out of business. 

MR. MAHAFFY: Now, leaving that, I think there 
was oaly one other point, perhaps. Do you wish to make any 
statement to the Commission with regard to your views about 
posting prices? 

THE CHAIRMAN: Before you go into another suhject 
entirely. We have heard the evieence and I think we under- 
stand your point of view. 3nt let us have coneretely what 
Per Conceive to be your proper’ prayer for relierjpir Bt can 

be given any vffect to by a recommendaticn of this Commission. 
MR. MAHAFFY: VelLrPpair, lL expected.) "or “ourse, 


that you would want to hear argument on the point. 


THE CHATRMAN: tL do, “buy: f “would like te ear 
evidence. 
MR. FRAWLEY: Drere is" nov 2oing to ve “any 


argumensu for,perhaps, three weeks. 

THt CHATRMAN: You Trave: told us’ all this “and 

the witness has a reason for telling all this. But what 

is it. What is it thought we can dc in our present capacity? 
MR. MAHArFY: Nhat we would urge, Sir, the 
Commissioners to do, would be te recommem to the Government 
first that natural gasoline is a necessary product. Second, 
that insofar as the Conservation Board is concerned, 
assuming that natural gasoline is a necessary product and 
endeavouring to keep in mind, as Dr. Frey put it, that 
conservation should not be considered only as a theoretical 
thing, that the practical considerations involved must be 


considered and equities of the people involved in the field 
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must be considered - and remeribering also that no two oil 
fields are the same and that Turner Valley is probably the 
most peculiar of them all; it has been develnped for 12 years 
on the basis that I have outlined to the Gommission; that 
in working out this conservation scheme the problems that 

we have endeavoured to put befure the Commission in the last 
two nr three Cays should be considered and not ignored by 
the Conservation Board; and that provision should be made 
in the working out of a conservation scheme wherehy these 
absorption plants will be allowed to continue their operations. 
As far as we are concerned, My Lord, the evidence shows that 
we have been cut from a peak of 54 million a year, when I 
say cut I am not suggesting that all this was done by the 
uonservation Board, there were other things entered into 

the picture - but we had a peak allowed at one time of 

54 million cubic feet a year. That came down for various 
reasons to 31 million cubic feet a year and has now been 
reduced by the Oonservation Board or by the Regulations 
under The Oil and Gas Wells Act, which I treat as one and 
the same thing, to 12 million a@ year. wow, we suggest that 
has meant a very considerable and real sacrifice to the 
operators of the absorptior plants. That has brought us 

tc the comprumise ground that I think Dr. Frey would have 

in mind when he said "You have got to consider equities 

and practical considerations and that the Commission should 
recommend to the Government that the thing be not pushed to 
an unreasonable extreme.” 

THE CHa IRMAN: Yes, I understand that. I mean 

I understand your argument, but as a matter of evidence. 
Apparently the Board's engineers are treating this as 4 


common pool of gas. Have you any engineers saying it is not? 


~ " q y - om ; ae, 


i LOOT 
ee us. Mayland. 
MR. MAHAPFY ; There are many engineers who have 


given evidence before you who say it is not in the sense 


that there is movement in the structure of any account. 


THE CHAIRMAN: There ig movement in 4 common pool, 
you know. 
WR. MAHAFFEY: Well,of course, you use the 


torminology, povul----- 

TH!) CHAIRMAN: You deal with a real point. 
Supposing the engineering of the Board was right and that 
the withdrawal from the gas~-cap meant withdrawal of the gas 
mien is the propulsive force for the crude, just suppose 
that now. Then it is a question of values, is it not? 

MR. MaAHAFFY: That is right, Sin,and equities, 
Tis CHAIRMAN: A question of waiving strict 
conservation as a matter of equity in favour of those 
previously established, or because of the Government leases 
Gompelling, and all that sort of thing, and allowing more 
gas than strict conservation would indicate should go through; 
because of the equities involved or to make compensation 

in money or something else. are we getting any evidence 
about that, the relative values as to whether or not the 
gasoline, if it is a common pool of gas, as to whether the 
natural gasoline you save is relatively more valuable than 
the loss of propulsive force in the crude. 

MR. FRAWLEY: weaving the crude in the structure. 
THE CHAIRMAN: -nd leave the crude in the 
structure. It may be that you think what you have read from 
Mr. Gill and the other man, Mr. Shaw, is sufficient, but 

I am just bringing it to your notice, that is all. TI am 


not directing what evidence shall be presented, of course. 
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It is a big engineering question. Then, ir the engineers 
were wrong, or the Conservation Board, and I am only assuming 
what they think from what is indicated in that last Exhibit 
you put in, one would assume from that that they must be 
thinking of it in terms of a common pool of gas. Now, if 
they were wrong about that and there was left a pool in the 
gas-cap, distinct and severable from the rest of the field, 
would not there rise the further consideration as to how that 
gasoline, the naturel gasoline content compares from a 
conservationist stanapoint with the loss of gas itself as a 
result of putting it through. Those are considerations, if 
we are to face it at all, which we would have to think about. 
MR. MAHAFFY: aS Taras the’ enpinesring evidence 
is concerned, we have given it consideration and I will 

be prepared to arguc and point out the references made by 

the various engineers. But we feel that there is nobody 
that we could call who could add anything to the information 
that has already been given to the Commission with respect 

to. the field. 

THE CHAIRMAN: I doubt if an engineer who has 
Spoken hag directed his mind to this concrete problem 
because that was not presented to us. What you have is the 
more or less casual observations by veonle spekaing about 
sumething quite different. 

MR. MAHAFFY: Oheenery aie. (homie el came up here 
particularly to question Dr. Gill and Dr. Shaw, hav ng 
exactly this thing in mind. 

THE CHAIRMAN: Do you think the witnesses had. 
Well, perhaps so. I confess I did not until the last 
forty-eight hours. IT have not had in mind the concrete 


position you are taking up now. Perhaps the witnesses had, 
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I may be wrong in saying that. 

WH. TMAHAPFY: I came up particularly, oir, 

at that time, and I was particularly anxious to get the 

Opinions of Dr. Gill and Dr. Shaw, because Your Lordship 
will remember they were called by the «nglo-Canadian Oil 
Company,a crude producer, and if there was any likelihood 
that the gas-cap withdrawals were going to hurt that crude 
producer you would naturally expect Dr. Gill and Dr. Shaw 

to say so. 

TH. CHaIRMaW: Lt dovnot' went to, purse bite anit 
forsnier. it past wan't to puwtrmbt'to you, Mr. Mahafiy, so 

that you wuld have in mind what I have in mind; that these 
considerations that I put to you just now are considerations 
it sccms to me we must face. Lt imeyebe youchave empuie 
evidence in to meet your purposes and will in due course 
predicate an argument upon it as long as you are clear that 
we think we will have to think about thesé things. My duty 


Pe aone, the rest Psifomuyous 


Would it nelp any by relating the Royalite Company's position. 


The Royalite's position is that they are wasting about 15 or 
20 million feet of gas in their No. 2 plant. 

MR. COMMIS :ICNER LIPSETT; ‘“asting how much, Mr. Mayland? 
They must be, I would not want to say any set figure us 
Aefinite, but they are wasting an awful lot. Now, if [I 
understand it right, Mr. LeSueur stated they had gas enough 
for 30 years ia sight, is that correct? 

MR. MAHAFFY: That is right. 

Well, Mr. LeSueur must have the engineering facts on this 


thing. Now, if they were in any way afriad of running out 
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of gas would not they take this gas that they are wasting 

in the south and sell it to the City. It is dry gas that 
they are wasting after coming through their «bsorption plant. 
From that point of view they considered the production that 
they are setting from their northern plant, the casing-head 
that they are abstracting from their northern plant is 

more valuable to them than the waste of the gas that they 
are wasting in the south. In other words, if they did not 
want what they subtract from the northern plant in casing- 
head they would take the gas from the south plant and put it 
through the scrubber in the north. 

MR. FRAWLEY: They would have to build compressors 
and boosters to do that? 

Yes. Now, to go further. if this would happen, ther it 
would shorten the life of the field of wasting that down 
there, ond year's sale of gas to the Gas Company by the 
Royalite would more than pay for all the expense it would 
take for boosters and the line to the south plant. It looks 
very slear to me that they do not value this gas worth 
anything and that their engineers have proven to them that 
there is plenty there to supply as long as they would want 

tO Sell it. Another thing, there is a great many more 
structures being drilled on in alberta. 

THE CHAIRMAN: What gas are you talking about now, 
for their No. 1 absorption plant? 

és: 

You say they are wasting gas there? 

Yes, from their flares, the dry line, coming out of the plant 
and blowing to Fe ia It is processed gas, which we 


all have got to do. 
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wes, f£ understand. 

MR. FRAWLEY: igs that from the crude wells7 
Yes. 

That is from the crude wells? 

Yes. Thre is some comes from the gas-cap too. 

Do they waste any at the No. 1 plant, is there any flare? 
Yes, there has always been a flare there when I have driven 


pest: 1 t. Now, I am not condemning the Imperial in any 


way for doing this or anything. I am just relating that 


it shows that they value the naphtha that they are recovering 


from this gas that they are allowed to produce more than 
they jo the gas. 

Mere than they do the gas.fol a propulsive foree. to bring 
mo crude oil? 

poacurine wp crude oil or for sale purposes. as [ 

Prete, your field would run out in 40 years 43 based on 
their present operation. 

MR. OOMMISSIONER LIVFSETT: It is waste from the point of 
view of sale, your are omphasising, because it hk s 
already brought up the oructe, all. it ¢an 10, hes it nop? 
Yes, it has brought up the crude, and it is going through 
the absorption plant and they are not using it. 

I understand? 

Well, if they were cut down to £9 years by not using tuat 
im the. South, that 1l.year of loss in revenue would pay rox 
all the work of bringing that up. 

MR. MAHAFFY: What is the approximate amount 
of revenue, do you know? 

Yes, half a million, I have heard. 


The Royalite gets from the Gas Company? 
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That is what I heard stated. 


MR. FRAWLEY: Gross. 
MR. MAHAFFY: Yes, half a million) srose, 


There is very little expense attached to it, 

MR. FRAWLEY: Mr. Mayland, you said you were 
roping to get crude gas, gas from the crude wells? 

Yes. 

Those are the wells that you have arranged for their pro- 
Ogetvon of erude also for your plant? 

Oh no, ho, we are trying to get some but we are not getting 
their crude. 

omat is what I am interested in. we are told that the---- 
Let us see that the figures are to-day because they change. 
Do you know how many wells in the crude area the Royalite 
has? 

fo, 2 don't. 

How many have you got yourself, erude production I am 
talking about? 

Sint think, Or seven. 

Dithink it might be a good idea to File a complementary 
Exhibit to bring it up to date. We were at 63 on our 

last Exhibit but there are more now. 

MR. COTTIE: Oil wells, 88 or maybe 90 now. 
You are overlooking some of these wells are under contract 
for their cruds but not the gas. 

That is »recisely what I am coming to. Take the Royalite. 
They are big purchasers of crude in the Valley under 
Renerecd? 

But they do not tuke all the gas. 


They make separate contracts for the gas, do they’ 
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Yes, there is separate contreécts. 


That is very interesting. 


TH: CHAIRMAN : {s that a subject of debate? 
MR. MAHAPFY; d think that. isardonts odes 
MR. COTTUE: i think that is Sorredat. 


Some sell their crude on contract and----- 

MR. FRAWLEY: - There is one more thing I might 
have asked Mr. LeSueur about but ir. Nolan probably can 
tell us all about it. The contract says "Tho vendor 
hereby sells to the purchaser and the purchaser hereby 


purchases from the vendor, subject to what is hereinafter 


provided, all crude oil and/or crude naphtha produced from----- 


It does not say gas? 

No. 

MR. HARVIE: I know it is the British American 
practice to have entirely separate contracts for crude and 
Zags. 

THE CHAIRMAN : i just wanted to know whether it 
was accepted by all refiners or whether there would bo 
refiners who would say "‘yhon we get a contract like that 
we get all the oil content.” 

Ch no. We co not get dry gas, we get the gas that has any 
in 2t. 

MR. FRAWUBY: The practical effect is that 
planty of these wells tied up to the Rayalite and the 

pipe line are not concerned with that gas at all and they 
leave it for you. or anybocy else who wants to take it? 

Did you say plenty? 

I say there are some crude wells that are tied up to the 
Royalite? 
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‘y contract, and it is only interested in the crude oil? 
:o, they are interested in both but they would not tie both 
up. 

They have left the gas there for anybody to go and contract 
For ? 

They have reserved it, that is, the pnecple who produce it 


have reserved it to do whatever they want to do with it. 


THY CHAIRMAN: The Royalite has not bought it? 
MR. NOLAN: The man who owned it has not 
S010 it. 

MR. MAHAFFY: Itiis not @ case rof the Imperial 


being big-hearted and’ leaving the gas, it is because the 
producer will not sell? 

The Royalite does not sompel them to tie them both together. 
MR. FRAWLEY: That is a good way of putting it. 
The Royalite does not compel them to tie them both together. 
In some instances they take the crude and give----- 

MR. NOLAN: “nd “the is jér.from tiethest 
way of putting it. The Royalite docs not compel anybody 
to do anything with respect to oil or gas. 

TH CHAIRMAN: i understand. 

That is fine. 

MR. FRAWLEY: I think we are getting it put 
together so tmt we understand it. That leaves you free 
to go and contract the gas in those welis that have been 
left uncontracted for by Royalite or «ritish american? 
Provided they will contract with us. 

TH CHs IRMAN: You cannot compel them either? 
No, we are like the Royalite, we do not compel anybody. 


MR. FRAVTEY: You have now only six million 
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from these crude wells? 

I do not know. I know we have not got six million at all. 
We have not got anywhere newr six miliion. We are not tied 
up to only about amillion. We are trying for more. 

MR. “iaHAFFY: We have arranged for six miilion 


but we have not got it yet. 


MR. EPSTSIN: If I may ask one or two questions? 
THE OH. TIRMAN: i thought you had a watching brief. 


Do you want to change your position? 

MR. EPSTEIN: No; J want to reserve my positicn 
but I would like to ask one or two questions. 

TH CHAIRMAN: You cannot change your position. 


You can appear for the Board and ask all the questions you 


like but---- 

MR. EPSTS IN: Well, LD. wil) reserve, my origi nat 
position. 

THE CHAIRMAN: *e@ will welcome your questioning 


but you cannot say you are silent and still put your 
questions very well. Do not misunderstand me. we would 
welcome anything you can elicit by questioning but you will 
not be noted as holding a watching brief if you do question. 
Just ag you wish. 

MRe EBSTEIN: L prefer to remain in my Original 
position, My Lord. 

THs CHAIRMAN: anything more? Any questions; 


er. Nolan? 


MR. NOLAN: No, thank you. 
TH: CHAIRMAN: ime Harvie? 
MR. HaRVI®: .O, thank you. 


MR. FRAWLEY: You say, tir. Mayland, you have 
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an up-to-date plant. You have been go advised it is an 
up-to-date plant, this Dubbs unit? 

yes. 

You say you do not know what the other plants require, 
Speaking of the percentage of natural gas to their products, 
and it may be thét the Jommission will direct I endetvour 
wo find Out. I supp@éce your position is that you, 
according to the advice you have, you think you should be 
able to operate as efficiently as they can with natural gas? 
Well, Mr. Frawley, the best answer to that is I have showed 
you what it tock to make our standard and Ethyl to compete 
with the Montana gasoline which is coming in, which is the 
most detriment to Alberta. 

Yes? 

So it does not make any difference to me what the other 
plants require, it is what our plant requires to compete 
with this gasoline. I do not know anything about the other 
plants. 

wO, but all that was in my mind, I just want to get your 
views upon it, supposing we should find out that the B. A. 
plant could, if they were driven to it, get along on say 
10% - just to name a figure - against your 18%. To you 
think that it would be at all fair for anybody to suggest, 
anyrody, a Board or anybody clse, to suggest that "Well, 
you gkLould be able to get along on 10%." 

“o, I cannot see anything fair about it. If you want us 

to put outa product that will give people satisfaction and 
give performance, which I am sure you do, well then we have 
got to have those specifications that I have handed to you. 


But just speaking hypothetically. Supposing we go to the 
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B. A. plant in Calgary and we find that that plant could 
make a gasoline comparable and that will stand up under 
specifications comparable tc Sky Chief, that you mentioned, 
and using the other figure again of 10% of natural, you 
say "For my plant to make a product to stand up to Sky 
Chief I need 18." I simply puv 10 to you, do you tain 
there is anything fair---- 

My answer would be to that "Ther they have a better plant 
toean -T have." 

meeuppose that is right, but yours is @ modern” plant, the 
paint is hardly dry on it. It is an up-to-date plant? 

That would be the only answer, they would have a better 
plant than I have. 

That certainly follows. 

MR. COMMISSICNSR LIPSETT: Has there been any discussion 
Sevier with the Conservation Board as to whether if there 
is this conservation that there should be made distinct ané 
apart from any contr:.cts pro-ration of this commodity which you 
is essential if the refineries are to be kept open? 

No. 

There has been no consideration given to that angle? 

It always seemed to me like the action of the Board was 
trat the quicker they chut down the Mayland plant the 
better they were pleased. 

ani you think that is bound tn be the ultimate result of 
this action of the Board? 

It looks: like to us every Order that they have put in sinee 
the time that Knode came to this country has been on them 
lines, "Shut down the Mayland plant, to mes Tode not 


doubt for one minute but what that Little girl said right 


re 
Mis 


¥ 


Pe On Aree 


siti ‘gigs’: 


CID OY 


-15, 586- 
me ve Mayland. 
here in the witness-box is correct. 
TH CHAIRMAN: Anything more? 
MR. FRAWLEY: There was something I asked Mr. 
Boyd yesterday and I forgot to ask you, what really serious 
attempt have you made to get your »roduct from the 
Royalite Oil Company? 
I have asked Jack NeLeod if he was going to héve any toa 
Soli and he said "No", they were short themselves. 
Well now, it does not certainly lie in your mouth------- 
THE CH..IRMAN: If you. are Solna on 2 thins 
we will adjourn. 


MR. FRAWLEY: sll right. 


(The Inquiry was here adjourned to be resumed at 2:00 P. M.) 
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ALBERT H. MAYLAND, having 
been recalled, examined by Mr. Fravley, said: 
Mr. Maylana, I was asking you just when we rose at noon, 
jast what attempt you have made to obtain your requirements 
of casing head from the Royalite O11 Company ov the Imperial 
and you told me you had asked Mr. MeLeod and he had suid 
that he did not have any to sell to you? 
YeSe 
How recently was that? 
Oh, I would say prebebly three months agose 
Yow you do not know whether or not, or have you asked 
Mr. McLeod or any of the Imperial officials, whether there 
will be e better situation so far as their own requirements 
are coneerned after they start operating their new plant at 
the end of the year? 
No, I have nots ‘ell Mr. McLeod, pardon me, he said he knew 
that they would not have any to spare because they were shorts 
Ween you spoks to him? 
Yess 
But whether or not when they get their new plant working 
they are going to neod so much less of it that they might 
be able to supply you, you do not know? 
No, I do not know. 
THE CHAIRMAT: Any other guestions? thank 
you, Mr. Mayland. The noxt witness. 
MR, MAHAFFEY: That is all the evidence, 
My Lord, that we intend to adduce. 


THS CHALRMAN: Any other witness? 
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MR. MAHAFFY: In consideration of the 

point which we were dissussing with you this morning and 

having considered it again, I feel, sir, that there is no 
engineering evidence which would add to that already received, 
which would be of assistance to the Commission. 

THE CHALSMAN: I. was just mentioning what 

was in our minds; well, in our minds probably, perhaps I 

should not say "probably", it may or may not be a matter for 
our consideration, it may be a matter for the Board's consider- 


ation. However I understand you are not eslling any more 


witnessese 
MR. MAHAFFY: No, My Lord. 
TH CHATERMAN: Have you any other witnesses, 


Mr. Frawley, at this time? 

MR. FRAL:LHY: No, NOs I suppose I am in 
the hands of the Cummission as to whether or not you think 
there should be a statement from the other to peoples 
interested in the operation of absorption plants in Turner 
Valley as to what their, how they regard thise Mr. Harvie 
has indicated that he regards it, regards it very seriously 
now, and the question is whether Mr. Harvie should be asked 
tc make ea statement, either a statemcnt by himself or by 
calling witnesses. 

THE CHAIRMAN: Of course, Mr. Harvie, as 
Counsel for the British American, has made a statement. If 
you think any witnesses should be called it is open to us 
to call them of course, Mre Frawleyo 

MR. FRAVLEY: Welle eo Toe Store 

MR-e HARVIR: Tt is) not. neal ia, ae 7 
understand, Mr. Ghairman, it is not any unwillingness on 


Car part to cali witnesses at all. It is simply a matter 
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uf whether the time cculd be well spent. If the Commission 
wishes, I am quite sure we would co-operate in any way wo 
Cane 

MR. FRAWLEY: I do not press for anything 
further, unless you so direct. 

THE CHAIRMAN: Well what have we next, 

Mr. Frawley? 

MR. FPRAWLSY: That really completes the 
evidence subject to a desire on my part to have the week end 
to consider very carefully whether or not I will cell any 
further evidenes on any peint or points and I would therefcre 
like to have an adjournment now until Monday, et which time 
I think I will bo able to say whether or not the Ccmmission 
has finished with evidcnee entirely. I have, of cvurse, 

a great many filings to do with txhibits and statoments but 
that can be done at any time. 

THY CHAIRMAN: You are now moving for an 


adjournment until Mondegy morning? 


MR. FPRAYLEY: Yes, pleases 
THE CHALRMAN: Any objection, gentlemen? 
MR. MAHAFFY: Before you adjourn, Mr. soyd 


has brought in this booke 
THe CHAIRMAN: You have the bock tontionods 
MRe MAHAFFY: Wo have thst book by Dr. Brown 


and I just had a very brief time at noon to go through it but 


it is qa treatise on the importance cf velatility in g° soline. 


THE CHAIRMAN: dre there any pages, Mr. Bcyd, 
to which you wish to direct particular attention? 
MR. BOYD: Vell that would be -+- 


“a& OTAIRMAN: We can read the whole tek 
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and may, but if you can refer us to pazios which you think 
of particular importance it would be a convenience and that 
26 OiLls Perha pa, Mx. Mahafty, you can have Mre Boyd go 


through it at his liesure. 


MR. MAHAFFY: That would be much better. 
Mere FRALEY: And on Monday I will make 


a Short statement about it am then it can be filed then. 
MR. BOYD: Theat would probably be the 
better method. 
THE CHATRMA i: You have no objection to 
that, Mr. Nolan and Mr. Harvie? 
MR.» NOLAN: No, I have no objection et 
all. - It is to be marked now as I understand and taken avay? 
THE CHALTHMAN: Yese 
MR. NOLAN: upy COrtainly, “it (26 e.rvery 
large book and a very technics] one. 
THE CHAIRMAN: And if Mr. Mehaffy could just 
leave a memorandum saying that he directs attention to 
perticular pages, it would be a convenience to all of us. 
(BOOK BY Die BROUN ENTITLED 
VOLATILIEY OF MOTOR FUSLS 
PRODUCED AND MARKGD AS 
BAN IBID "679". ) 
THE CHAIRMAN: You will let Mr. Boyd have 
it and you will tile thet memorandum with Mre Sutler. 
MRe MAHSTFY: Yesjol withe Tt 18 talied 
"The Volatility of Motor Fucls" by Dr» Brown, published by 
the Department of Engineering and Research of the University 
of Michigan, in May 1956. It is Number 14 Bulletin. 
THE CHATRMAN: jnd that was the Dr. Brown 
who wes a witness before this Commission? 


Ma. MAHAFFY: That is what I understand, 
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sir, and Mr. Frawley says that is so. 


MRe FRAWLEY: That is the same gentlomane 
THE CHAT RMAN: Well now we have that, 


Mr. Frawley, wo have that vook which is 1930% 


MR. MAHATFY: May, 1930, sire 
THY CHAIRMAN: Do you know, Mr. Boyd, if 


there is qa later edition by Dr. Brown, brought up to the 
minute or anything? 

Ws BOYD: t aomneh anon en eaten) 
but however, there may have been, since I came to Canada I 
have not beuvn in close touch with these things. 

THR CHSTEMAN: "was wondering if you could 
find out, any of you, either Mr. Mahaffy; or you might, 

Mr. Frawley. | 


MRe MAHAPFFY: I will endeavor to find out, 


sir. 

Mi. FRAVLAYY: Oh, if there is a later 
edition? 

TH CHAIRMAN: YeSe 

Mae FRAWLEY: Yes,.1 Gan drop a Hote: to 


Dre Browne 
MR. CAMPBSLL: I think , My Lord, there 


i ecbater edition of that pook? 


THE CHAIRMAN: By Dr. Brown? 
Mie CAMPBHLL: i think SO. 
THE CHAIRMAN: If there is, Mr. Frawley, 


I think we should file the later and will you take the 
responsibility of looking afser that? 
MR. FRAULEYY Yes, Mr. Chairman. 


MRe NOLAN ; Before you finally rise, 


oe 


» 


ox. a 
is - ag? é ik 
y- er. is 7 ; : 
. : 2S. ——_ . 4 - fs, ; 3 
oe ‘ re = = ‘ : ; . 
ss : ea 4 <n . wae ¢ Le, 
. Bes tm Date ‘ = a ; ; | 
: : 4 K ' x : : : ' 
cee a . : : | 
: . : at : 3 ms : 
: < . Cake . > -_~ , ‘ é “ ¥ n 7 $ 
A 2 < Be, i A fe : ? : 
; sae rs - , =. a : : 4 ie 
2 . 2 4 = J 7 us . = ue s : a 
° z . a 4 , Pe - Pel i eee . ee . | mt 
| “i i: ies we: ‘ = ‘ 4 as ‘ 
~ ? ¢ . os . : vn = r x | | 
i | : a2 = Ba °: " Fees at 
| , | ‘ | : . ie ma tet . - . . © 
| | s : : * - 
, | | : : | 3 F ae 3 = a. > 
= + 7 ' he call - De : ; Ait - 
a : | | 
* oe i . ; bs ; rf ? j 
= = , Sais . ; : a _ ; 
be 4 e > ~ - = . ¥ 5 
’ . = 3 . - 1 : ; “# ; ; 
; ‘ eis m9 ip 
, a | : tat 5 
| : va 
- : ; F “7 =} 
4 ® -— oe ri : : ; 
a + ' eh ara : 8 
era: 7+ inh p 
E 5 . | : 
3 
: * . , 2 
| , , 7 et 
: if : TAN 
s Ae nt ea , = 
E i Bie 
eee rie F : tars =. | 
: , : 
; 5 - : 
. ee o i 
: e | : . ry : 
7 F a th | | 
= : 3 sie 
7; - My ; ss : t; > 
| ; ~ 8: 
oe he | : | 
: < + c —~ F. ee . # ' es F 
4 = x | : 
3 e za : se “ 4 
: e 7 : | ? 
= , j : 2 : 
_ | | “pet 2 ¢ 
| | | : 2 = r om, “ 
Sse ‘ =~ - ‘s ae 33 = Ss 
= ; cA dt ol _ = e or a a o tod a 
| | = : ; = Fede ? RK) 
an <apecek ay 2 : | 
i eae, vee a c 3 | : . : 
- = ; | | | 
. Ge Se re ines | ge = ; ; : 
ai wed a ia | : | 
= = a “ - 7 
3 a5 > 4 3 : | 
F + ea ) : ea , | : : | 
: =r z A. Ss E | 7 ; 
| - | 2 ; | om r : ; : . i 
‘ An = > ’ | | 
‘ ~ v_- ._ : : = | 
: * 7 
Z : 4 : | | 
| - : 2 . 2 
a wt ge | 
an ry 5 Ss : 
: > ; 
e) . x 3 ; : : 
co te mE : = | | 
cay o i : | 
ae) ; 
. . | = - = 12 > WV 
ie 2 ; weed : 
: +> aa 
S | : : 
re . Sane ae ae a i 3 7 
der Bean a ae a ; : ; | 
de s "i ; oe | 4 
S 2 ; 
Say = 
~ eae 
{ss -- ‘s 
3 < a 


mo 


- 15,592 - 


me vonaer if my friend, in filing his Exhibits; 10 be eoutd 
hot be done tomorrow if there is no ovjection to sitting 


tomorrowe My anxiety is not to break too much into another 


. weeke There is much yet to be done, particularly by reason 


of appearing here throughout these long weeks and months and 
if it is just qa matter of filing these documents, nc doubt 
Mre Frawley wants to get them together, but perhaps we could 
usefully take ap part of tomorrow in getting them filed. 

THE CHAIRMAN: I gethered frou what Counsel 
has said thst he wamted time to think of what he may need to 
file « 

Mr. FRAWLEY: Yes, there are some things 
that I could put on file now but it will not take me more 
then helf an hour on Mondaye 

MR. NOLAN Ané Iwas just wondering 
whether we could not do that tomorrow, Mr. Chairmane My 
point is that I have a great deal to do in respect to this 
Commission, not anything else but this Commission, and if 

we come up on Monday there is just that much taken out of 
that next week, that could be used. 

MR. FRAWLEY: We have to come Mondey in 
any event. 

MRe NOLAN: Why? 

MR. FRAWLSY: Imay wamt other witnosses, 
that is what I was going to try and decidc over the week ond. 
VR. NOLAN: That is not a good reason 
why you should need the week ery 

MR. FRAWLEY: Maybs I am not following my 
learned friend, I may call two or three more witnesses. Wow 


that is possible, and I do not know that I can do any more 
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noW 
THE CHAIRMAN: That is Mr. Nolan's anxioty. 
MR. FRAWLEY: Oh, well, I cannot give him 


any assurance that I will not call more witnesses. 
TH CHAIRMAN: Well we will grant your 


application, Mr. Frawley, 10.80 o'clock Monduy morning. 


( The Inquiry was here adjourned to be resumed at 103350 4A. Ma 
y d 


November 6th, 1939. ) 
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EXHIBIT 669 = Telegrem dated Toronto, March 27th, 
1939, from Imperial 0il to the 
Honoureble N. @. Tenner 
re production of crude in Turner 
Valley, ‘extended in full in the 
Beport, ere pega: Lovee 1. cee ewe 15,234 


MeHiBiT 670 - Copy letter, deted Toronto, March 
oul, LIS, from Imperial Onl te 
Honourable N. E. Tanner - Confirma- 
house telegram Exhibit "669" and 
extended in full in the Revoort. see 
page 15,é¢cand 1i2¢6 of the Report 


15,234 


Pen iBitT 671 - Phamphlet, being pamphlet copy of 
Nova Scotia Licensing Act cand Rules 
end Regulstions re Petroleuin 
Products, see pege 15,26) o1 tie 
DOL 0% 2 Ae wh os oS SO haw wb Oe Bie es 15, eo) 


meee O72 - Act No. 105, 1939, of the State of 
Arkanses deeling with Con:ervetion 
San Ui Vie SUE GOy le ein sleleta nl ayenele wie 15,358 
The purposes of the Act being 
stated to be: 
tan Act to prevent waste, 
"foster, encourage and provide 
Menservation of cruds oil and Nuturel Gas, end 
Products thereof, anc protect the vested, co-equal 
Meecorrelative rights of owners of crude ofl or 
Mesure] pas, «as defined in this A-t «nd in further- 
ance thercof, cresting «n oil and Gas Commission; 
Meanorizging it to prescrite rulvus, regulutions and 
Orders; authorizing it to provide for thse spacing of 
Wells a.nd to designite drilling units ; providing 
Meoeities for th. vieoletion of the. provisions of this 
mou. 20a of the rules, regulations ond orders of the 
Commission; and repealing «ll Acts end Laws in con- 
flict herewith". 


Seu page 10,068 21 the Repory 
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XHIBIT 6735 IMPERILL OIL LIMITED 


Sernie Refinery 


LOUDON ILLINOIS CRUDE MID-CONTIN“NT CRUDE 


Sept.1739_ Oct.27/59 Sept.1/39 Oct.27/29 


Teme Down Cost - Conedien 
Funds tees ASW Dilie Ome $1.6331 Tle Wao 


Nose; Loudon Illinois crude used for generel purposes, 
MidyContinent for the production of lubriceting oils. 


Meee it 674 


BRITISH /MSRICLN OTL CO’PENY LIMITED 
MONTREAL RSFIN@RY 


Gest Texas Crude 


Sept. 1/39" “Tot .31/39 


Leid Down Cost - Genadien Funds ME OL wy l.8743 


TORONTO RSFINGRY 


test Yexes Crude 
Sept. 1769 ~~ Oct. 51/39 


ut 
id 


Leid Down Cost - Cenedien Funds Sp Liew ek te toe PRO 
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Mees O75 - Statement - Gas & Oil Products - 
a Showing List of Refineries to. whom 
Neturel Gasoline Sold. Lixtended 
in full in the Record, see page 
ROBE leg auacta ls Sarath x Waketeie eS: tiene aie Pp ,465 


BXAIBIT 676 - Cireuhar letter dated Calgary, 

‘ Alderta,cOetOber llth, 193 
issued by Conservation Bosrd ~ 
Tentetive Proposals for westriction 
of Gas Production from Purner Valley 
Gas-Cape Extended in full in the 
Report see page - 15,500. 
Attached to this letter ise list of 
the wells in Turner Valley, showing 
the gas proration schedule, M.C.F. - 
Pinel Allowable 15,500 
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GAS OlL PRODUCTS LinIT ip 


GAS Well sLLOWBLus 


VaGARLY DAILY _ 
PAST CRLST 10. 1. 61,269 
2. 68,926 
Dis 68 ,826 L99,021 .M.Cale 54.5 hisGwk 
HOMEST WA D 51,140 140 
HylLo 11. O27 196 
MeRCURY HO. 1. 185,645 
oN 126,176 
Bi 139,107 
8. 129,786 580,651 1 Oe 
MILL CITY 18,204 +516) 
MIRACLE NO. 1 ige,1e5 ; 
2 124 , S06 250,491 eee. 


1,171,184 N.C.F. 33208 i.c.F. 
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EXHIBIT 079 - 


by 


Gao & OIL PRODULGTS 


lier cury 


Texas 


oky Chief 


99 

athyl cs 
Gravity 62-6 

fer ve Ps LL.0 

Sulphur ~O71 

vpoctor Nege 

Corrosion Weg. 

I.B.P. 86 

10% 120 

20% 144 

30% 169 

40% 193 

50% Eee 

60% 262 

70% 294 

80% B27 

90% 355 

lieP. 583 
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Book entitled: "Volatility of Motor Fuels" 


ing invering 
PIO, 


Depertoent of snginecring Keseirch, 


University of liichigan, 


of the Report 
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- | 7m: Urouince of Alberta 


LEGISLATURE LIBRARY 


ER OF THE PUBLIC 
INQUIRIES ACT 


—and— 


IN THE MATTER OF a Commission, dated the 
12th day of October, A.D. 1938, to inquire 
into matters connected with Petroleum 
and Petroleum Products 


Commissioners: 


The Honourable MR. JUSTICE McGILLIVRAY 


hairman) 


—and— 


L. R. LIPSETT, ESQ. 


Session: 


CALGARY, Alberta___ NOVEMBER 6th, 1959 
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Exhibit 680 


~ Statement conteining List of wholesale out- 
lets of gall oil companies.in Alberta, also 


indiesting n-ture and extent of storage 


Exhibit 681 


"enoLesaLs Pries Lists = Imperial cil; ore 
Peprusary, L926 to 24th July, 1965. 


Exhibit 682 


‘Statement showing Posted Tank | acon and 
~ervies Station prices, sthyl, negular 


and Third Grade Gesolines - Imperial Oil - 


29th October, 1920 to date 


Exhibit 666 


ee er nee re me ree 


petroleum products. 


fxhibit 684 

~ fxoe t from Oil and Gas Journal - 26th 
Octote r, 1959, showing prices throughout 
Canada for 3 Star Gasoline and Kerosene 


gxhibit 685 
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Exhibit 686 
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effective aoth Oc tobe x, Lvso = Boat pen 
American Cil Company 


Exhibit 687 . 
“Analysis of Richfield Hi-Octane Gasoline 


sxhibit 688 | 
Correspondence re Texas Company of Canada 
submitting costs of processing at their 


Sunburst Refinery 
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- Statement, Imperial Cil - showing oil and 
gas rights in ‘:estern Canade 
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Statement Foothills Cil and cas -~ Cost of 
producing oils, vecember Slst, 1954 


Miseellaneous collection of stetutes 
Sf ail the Provinces of Canada Cealing with 


~ Statement - Hthyl Corporation - veteri»ration 


‘Statement snowing Posted Tank «agon Prices 
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producing oils, Decembér Slat, 1934 Logue 
fxhibit 692 
Statement Delhousie Oil Company - Gost of 
producing oils, December Slst, 19324 15,624 
Exhibit 693 
~ Statement North “jest Company, Geological 
and Prospecting bxpenses 15,624 
Exhibit 694 
Statement Imperial Oil - Producing Depart- 
ment - ustimated Profit and Loss - 1938, 
8 months it etual and 4 months estimated 
and 1969 estimated 15,625 
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Stetement Royalite Oil Company, Operating 
ixpense, Gasoline Plant Number 1, 1938 LO5 625 
Exhibit 696 
Statement Royalite Oil Company, Opere ting 
Expense, Gasoline Plant Number 1, 1939 15,625 
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Statement Royalite Oil Company, Operating ; 
axpense, Gasoline Plant Number c, 1938 15,625 
Exhibit 698 
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Expense, Gasoline Plant Number c, 1939 L5,668 
Exhibit 699 : 
Final Report, Marketing Division, Petroleum 
Administrative Board, U.S: Department of 5 
interior, issued “une 1940 15,626 
Exhibit 700 De 
Bill, HekR. 7472, United States Congress / 
wove PILL", 15,626 
Bxhibit 7OL r a 
_— he Code of Fair Competition for Petrol eum “ie 
Industry, U.S., Department of interior 15,627 
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Financial Statements filed by Union Oil ; 
Company, 15,6247 
Bxhibit 708 ; - ‘ 
Tinaneiel Statements filed by McColl Srontenac 
Oil Compeny Limited. 15,627 
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ixhibit 706 

notatement Be.A. Oil — RHeconcilistion of 

wales Value - Lubriceting Oils anc sundry 

Products 15,626 
Exhibit 707 

Statement B.A. Oil - Details re Item of 
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10.30 Ae M. Session 
Een tevembor, 1939.50 


THS CHAIRMAN: Mr. Frawley, here are three 
Pamphlets which came in addressed to me this morning, by e@ir 
et, | think from Dr. Hrey. 

fie FRALEY: Thank you, Mr. Chairman. 
mmave © Ot of filing to do this morning and I will file 

these at that time. I have just one witness, hr. Chairman, 

this morning. 
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HAROLD JOHN DIGNY, 
having been first duly sworn, examined by Mr. Frawley, said: 
Q Mr. Digney, you are a service station operator in 


Calgary? 


A Yes. 

a Where is your station? 

4 aoth Avenue and 4th otreet vest. 

G 26th Avenue is @lbow Drive*t 

A Yes. 

@ You are an Imperial Oil op<rator? 

A YeS. 

Q your station is owned by the Imperial Oil? 

A Yese 

q And you operate it as a lessee? 

A YOs. 

Q “hen you went into the station you executad a lease 
with the Imperial Oil I suppose? 

A YesSo 

0 You became their tenant? 
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And agreed to pay them rent, how much rent* 

“ell it was to be a different rent, it-used to be so much 
a month and gallonage and then it was changed to streight 
gallcnage. 

It used to be so much eash and so Bee pe terenee ee 

Yes. 

How long have you been in that station? 

ll years. 

And the lease which you signed called for so much cash, 
you say, and plus so much rent dedueted from, or rather 
added to, really added tn the price of the gasoline 
which you took? 

Yes. 

And then after a time that was discontinued? 

Yes. 

And you pay no cash now* 

Wo cash. 

Hot much do you pay then by way of gallonage? 

i¢¢ a gel lon. 

Vou pay) l=" a® gallon? 


Yes, up to a cortain percentage, up to a certain pric. 


Depending upon your gal lonage? 


Absolutely. 

Now’ you have sites 62 the best stations in Calgary, heave 
at fie 

L think SOs 

Selling mere than 100,000 gallons a year? 

Yese 

And do you know whether or not the rent which you do pay 
to the Imperial that way, under the 13¢ a gallon on 


your products, is enough rent to recclup tae Imperial 
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Oil for the tases which they pay, the insurance cost 
such as it is, the light, the water and any other 
charges that they may pay, as well as wn return on 


the investment which they have in that property? 


Well of course it is hard to say that because they do 


not pay any light or water or anything like thet. iie 
pay all that oursélves. 

There have been instances where they have paid it in 
part? 

In part, yes. 

Whether they pay it or do not pay it, do you pay them 
any more than just enough to pay them baek for the out- 
of-pocket expenses, taxes, light, water and such other 
things as they may pay? 

Oh, I would not think So. 

WR. NOLAN : we should know whether 
the witness knows what the out-of-pocket expenses are 
before he says whether he is paying enough to take care 
of them, because it has been already established in 
many instances that the rent which is paid by the 
operator does not take care of all expenses. 

MRe FRA'-LilY: That is the only point 
IT am making, and I think the witness knows because the 
witness knows what he pays and he has some ides what 
the Company's expenses are. All right, however, there 
1s no further point in that then. 

VR. FRALEY: Now,  r- Digney, you 
were one of the stations whieh Mr. Simpson of the firm 
of Harvey & Morrison looked into and made a summary of 
your operations from your books for LOO t 


Pepelievse 660, yes. 
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Harold J. Digney 


G So we have here before the Sommission the result of 
Mr. Digney's operations for 1938? 

A Yose 

Q And therefore I do not intend to pursue further with 
you anything in the nature of how you made out in 19386 
Now, Mr. Digney, one other thing, you now operate ona 
Aig spread? 

A Yés. 

Q “hich means that you pay for 3 Star gasoline, the 100% 


dealer price? 


A Yes. 

ay And you charge 4i¢ over that to the consumer? 

A Yes. 

Q Now there was a time, we heve it all here in evidence 
and perhars you will remember, there was a time when 
that spread was 4 cents? 

A Yes. 

Q At one time, going back a few years, the Imperial Oil 
operated their own stations, or some of them anyway? 

A ~@ll possibly, a few of them. 

Q Yes. Had that station of yours. been operated by the 
Imperial before it was oe over by you? 

A NO « 

Q it vas opcratcd by-some other lessect 

A Yes. 

Q ‘hen you took t over, the Commissioners might be 
interested in knowing this, when you took it over on 
what basis did you take it over? 

A You mean the price I paid for it% 

C First of all, thero was no money transaction be tween 


you and the Imperial Oil, I understand? 
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J No. 

G You simply got the lease from the Imperial Oil? 

4 Yes. 

Q And they cancelled the furmer operatur's lease? 

A Yes. 

Q But then as between you and the former operetor...e.. 
A I just bought out everything he had. 

Q You bought everything he had? 

A Yes. 

G His stock-in-trade? 


A Absolutely. 


G And did you pay him anything over and sbove his stock- 
in-trade? 
A Yes, | paid him what I thought the business was worth 


to me. 


Q For goodwill? 


A Yes. 
0 And that was how much? 
A @#3500.00. 


Q That was for goodwill, the ,3500,00% 

A No, that included everything, goodwill and stock. 

Q Now I think perhaps the witness should have some 
idea about this, it was 12 years ago, was it not? 

4 to. ob Was not 12 yeers.agos..Tt would, be,si.t 1 
remember right, December lst, I think, 1988, when 


L bought it. 


Q Oh? 
A I had worked for him previous to that. 
Q You went in there. just as an employee? 


A First. Well I worked for two of them before I bought 


it and then I bought them out. 
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Your 12 years' experience edvers the time wie you 

were just working there: 

Yes, three years, and sinee that -time L have operated 
myself. 

Just during the last three years you operated yourself? 
hoy no, since 1959, L929 1 mean, it widd be 10. years, fox 
myself and previous to that it was I was working there. 
When was it you bought the goodwill of the former owner? 
fiat LU opought it, Yin 2929. 

MR. HARVIE: Vas that December lst, 
1929, the tims you mentioned? 

Yes, I would correct that. 

Pee LY: Do you know of any 
instances today where service station operators are 
going into premises, taking over premises and paying a 
goodwill price? 

ido not think so-. 

You do not think so today? 

No. 

You think that is qa thing of the past 
ec, i tlirek se. 

Now getting back to this question of spread, you do 

not know whether the Imperial was operating any stations 
of its ovn at the time you went in there, 10 years ago, 
and started to manage thet station? | 

No,. £ cannot say. ; 

But in any event, wherever it came from, there was a 
uniform spread in Calgary of 4 cents over the 100% 
price? 

Yese 


And that eontinued until when? 
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Oh I think it was changed last year if I remember, 

I would not say offhand. 

Just a matter of a year or a year ade a half ago: 

Yes, a year or a yeer and a half. 

Then the margin beeame 4% cents? 

Yes. 

Tell the Commissionsrs how that came about? 

“@ll so far as I ganremember the Imperial O11 Lowered 
the wholesale price to us and let us keep the $¢ to 
help us out, 

Now let us go over that again, the Imperial Oil reduced 
the tank waggon priac? 

YesSe 

And you say they let you, let you keep the $¢ of it? 
Yese 

Now what did the Imperial Oil have to do with it? 

The Imperial Oil has said here very plainly and definitely 
"’e have had nothing at ail to do with what goes on in the 
retail stations with respuct to prices or practices". 
Now what do you mean exactly when you say they let you 
koop it, did. you just decdde, to heep it for, yourselves? 
Well if we could wo kept it. 

Phat is it, you decided, and I just want to have the 
evidence clear, the Imperial Oil reduced the tank 
waggon price and you operators decided you would not 
pass on the full reduction to the public? 


Yes, the way I figured it is, they did not suggest that 


we lower it. 


Now I think we would be very glad to know whether the 
Imperial Oil was a party to this business of this increased 


price, just a second, to be exact the date was, now Mr. 
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Digney, I think we have the exact-:time for you, on the 
alst of June, 1938, that is q year ago last June? 

Yes. 

The price was reduced from 17¢ to l6#¢ 

Yes. 

And at that time, that is the posted price of course? 
Yes. 

And at that time your selling price was 20 cents when it 
was 17 posted, or 16 cents.... 

Yes. 

16 cents to you? 

Yes. 

On the 21st of June, the Imperial Oil reduced the whole- 
Sale prices, on the 2lst of June, 1938, they reduced the 
price to 16$¢ and I notice that the price remained at 
20¢? 
Yes. 

Now that was the time’ 

YoSe 

Now, I would like to know exactly what the imperial vil 
had to do directly or indirectly with your keeping that 
price at 20 cents instead of reducing it to 19% cents, 
which you would heave done if you were keeping to the 

4 e6ant spread or the 3 cont posted spread? 

VelL I would say that there are cases, if any Company 
wanted us to reduce it and suggested to us that it would 
be the best thing, woll I guess there is nothing for us 
to do but reduce it, if they said that price to us, then 
naturally that is what we would have to do. 

I must ask you this, what happened on all previous 


changes, you sce working backward, on the Sth of January, 
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1938; it vas droppsd from 163 cents to 1? Genta, but 
yo. immedietely dropped your retail price by 1s cents, 
from 21% cents to 20 cents; we ean go back through the 
whole histcry of it and we find you have always dropped, 
always dropped, with the tank waggon, to keep up the 4 
cents* 

“hen we get a drop in wholesale »>rices our prices neturally 
go down, maybe not always, but that has always been 
understood. 

It always happened up until the 2ist- of June, 19387 

ot. 

Then can you take your mind back, perhaps you have a 
distinct recollection of what happened on the 2lst of 
dune, it was suggested here in evidence so you méey as 
well know it, that there was a meeting, that there was 
Some arrangement be tween the cealers* 

Yes. 

And not with the Imperial Oil Company itself? 

I would not suggest that, because I was not,a memebr 

of any association at thet time. 

So you did not get any suggestions cr orders from the 
dealers*® 

No. 

Then did you get a suggestion from the Imperial O11’? 
Tell it just means if we do not get e call from them 
suggesting or 'phoning us up and saying "The gasoline 
price is going dan", ts naturally think, oh we tiink, 
Supposed to think anyway, that we have to drop our retail 
price if they 'phone us up and tell us that. 

Quite so? 


In aecordance with the information we get from the Imperial 
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Odd . 
Q Then something must have happened at that time to 

give you a different idea, and what was it ? 
A Just a matter of keeping it, I supoesc. There was no 
call and no idea thst we would d> 4 thing about it, 
aoouv Lowering it. It was. just a helf 4 eent, possibly 
it was a half a cent andwse couldn't lover it, because 
dt was just a matter of 4 half 9 cent, that is all. 
There was no special price, itwas not s cent cut, 
and if they had suggested v6 lover our price, we auto- 
matically would lower it. 
Dooking. at the price list, I find on the L7th of December, 
1953, the tank veggon price went up a half e cent from 
22 to 224 eants and your retafl price went up from 25 
to 253; surely the half ¢ent is not material, because 
you’ see the very changes prior to this one, on June zlst, 
1938, the one on tho 6th of January, 1956, thé price 
dropped a cent and a half and you passed the whole cent 
and a half on, you didn't pass the eent on, you passed 
the whole cent and a half on. Perhaps I am- taking a lot 
more time with this than reguired, but I am anxious to 
know whether the Imperial Oil or any of its officers had 
anything to do with it because you say you had no assoe- 


fation with any association of dealers* 


A No. 

Did any officials suggest to you that this was< to be 
different, you were to keep tnis = cent, you were not 
40° pass it ont , 

A Not that I remember at that time. If they had had dons 


it, if they had "phoned, the wholesale price was down 


a cent and a half, and they suggested that we drop our 


7. Fade a ‘het 


i ‘ ae 


hi 
f ‘ 74 het esis se rei 4 
> ° ‘ ais 
:  ¢ 87 
F su 9' 
nape E mae 
+ t Sam 
ae: 
. De Game et 
ie ie 
4 ; : ga 
pa ae ae odie? 
a 


oe 


«das Wee eens seas hog 
Am ed a= iy 


gs Sata 
oe #98: Hine io 


O-1 
Ui 

= 15 5 &G4 = 
Harold J. Digney 


oi] prices, why we would have had to drop then naturally. 


Q And if you had not got this woré or this im»ression 
or whatever it wes that you got, you would have left 
it as it was? 

A Absolutely. 

Q You would have passed it on to the consumer and thought 
BPepnine, of it. at, alix«oAs 

A No. 

Q MPG SOs oo%.0 

A Fardom mc, there vere a lot of stations kickirg about 
this retail drop but then of course we are not ina 
position that, we cannot say anything, there is no good 
to; it is our bread and butter and we cannot butt in. 
There vere, we would like to get an extra cent and a 
half which would be-a lot more for our employees if 
we got that. 

Q You mean, you would not have dropped your price if you 


Were satisfied, if you Were always satisfivd witr the 
4 cent spread, didn't it oceur ty you that you might 
drop your price and let the other fellows do as they 
liked? 

A The other fellows didn't want to drop. 


- 


2 know ? 


QD 


4 Wwe are all Imperial Oil and they suggest the price and 


we have to drop it. 

& Yes.,, but this is a time you didn’t drop it? 
A Oh, that is our half a cent. 

q Phe .2ist of June? 

4 That is the half cent. 


Yes, why didn't you drop, why didn't you just drop 


SD 


your price, you didn't belsng to any association of 
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cp) 


retailers? 

NOe 

You were always satisfied with the 4 cont spread, why 
Grant you just drop it? 

8 were not satisfied with the 4 cent spreed; we were 
Never satisfied with the 4 cent spread. 


You were never satisfied? 


SO 6 


But you went Bitonee 

“@ll we had to becsuse we enuldn't do anything about it. 
You have heard about a little torn up North, Hdmonton? 
Yes. 

They have got along with a 4 eent spread and are still 
getting on? 

They are getting along, are they making money? 

They are Selling gasoline, I say getting along, they are 
Selling gasoline on a 4 cent spread? 

YeSe 

ss that ever a matter of any distussion in your assoc- 
jation, the difference of a half a cent between here and 
idmenton* 

No sir, I do not belong to ah association so I cannot 
S8Vy. 

Now there was a little difficulty the other day too, 

was there not, when the price was dropped, it ves just 

e half a cent the other day* 

No, some of it as half e cent and some it wes a cent. 
Bthyl wes a cent and the 3 Star it wes a half a cent’ 
Yes. 

Now you 4roppec your % Star price there a half a cent‘ 


Yes. 
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q How about that? 
4 Well it was suggested to us we drop it. 
Q Lt was suggested to you by the Imperial? 
A Yos. 
Q And how about the other retailers, was there an unwilling- 


ness on the part of the other retailers? 


A Certainly. 


A “ere you spoken to by any other retailers? 

A Yes. 

Q “e might as well know whose gasoline they were selling? 
4 The British American. 

Q And what was the suggestiun? 


4 That we keep it up. 
And how about the Texas Company, were you spoken to by 
any Texas Company retailers? 


4 Wo, I do not believe I was, that I remember. 


p> 


And you dropped she price a half a cent? 


A Yas. 

& Now about some of these practices that ars going on, 
you have been, what kind of business have you got, have 
you a special kind of business, Mr. Digney’ 

A Yes 

@ “hat is that? 

A 7611 it is just private individuals, passenger oars. 

oy Passenger ears only? 


A Yes, 99%0. 

2 And some of the best people? 

A I hope so. 

G The people who live in #lbow Park’ 
4 Yes. 


Q And do you ever heve any difficulty with these people 
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wanting a special cut price? 


A Nevere 

A Never? 

A No sir. 

& Nobody coming in to you and suggesting you should give 


them a cont off just because they are good fellows: 


4 NO. Sa » 
@ How about the wholesalers’ 
A I have hed that, yes, I have had gome companies in town 


come in anc say if I wanted their busimss, sive them a 
6ent cut on the gasoline. It was only onde thet I have 


had thet happen to me. 


a gS that people with commercisl units or passenger: 
A Commercial. 
e Heve you ever hed people who worked for bi:. companies, 


I mean commercial travellers and that sort of thing, 


asking you for special cuts becsuss they are using.... 


A On gasoline? 

C Yes? 

A Not on gasoline. 

q You do s6ll some people who are commercial, who use their 


cers in their business? 


J Yes. 
And they just pay the -ame price? 

4 Yese 
So certainly you do not suffer from any of these under- 
handed chiselling: 

A deeoO,rot at all. 

af And you do not do any of it, any of this underhanded 


ehiselling? 


A L.Sure,.do. not, 
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Harold J. Digney. 

Q Now are there too many service stations in Salgary, 
eo-yeur opinion, Mr, Daigney; or) hour 

A ell IL can truthfully say I think there is. 

Q Do you think it would be to the advantage of the industry, 
the retail part of it anyvey, if ths Imperial, keeping to 


your own company, closed up sdthe of these competitive 


stations’ 

A well it would not make any differenes to me, I do not 
think. 

Q You do not think it would make any difference to you? 

A No. 

@ DO you Know of any stations where there is a considerable 
mortality, continuous changing in service station 
operators? 

A Yes, quite a few of then. . 

Q 4s often as how anaes Cee a year, do these stations 
change hands? 

A Yell I have kmown one that changed hands at least three 
times. 

Q At least three times in the course of one year’ 

A Jas. 

Q That seems to be a bad situation, what d@o you think 
thet is caused by? 

A Voll, it is either, poor management or tough opposition. 
@ You think that it is possible, this one you saw change 
hands three times, ig he close to other stations? 

A Yes, he is two blocks from me. 

a Lt is just possible, was he put there after you were, 
or before’ 

rs) Oh away after I vas. 
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4 


A 


Q 


YeSe 
Snag on the seme main artery, 4th Strviet west? 


=“ 


GSe 


t« 


And the situation there is, did the Imperial build 

the station some years after you vere there and 
operating? 

Yes. 

And the situation at least is that the station changed 
hands three times in the course of one single year? 

Yes. 

Do you think that operator is having a difficult time‘ 
“Sell iI know he is. 

“pew co you think of the advisabizity of the Imperial 
endsavouring tu work out a rent which would pay them 
for all their out-of-pocket expense, plus a return on 
their investment and demand that all operstors pay 

that rent or get out and let the stetion fold up’ 

Uhet do you think of that as a policy? 

it all depends how much they ask. 

How much return on their investment? ..ell they ask for 

a reasonable return on their investment and add that 

to the rent which they now charge you. Could you afford 
to keep on doing business with them? 

‘et. chat is hard to says I think I pay enough rent 

as it is. I think it isa legitimate rente 

[Metede you think of this, that if they insisted on this 
neighbour of yours for instence paying all out-of-pocket, 
plus some return on the investment, there is little doubt 
thet station would have to fold up? 

I guess the fellow ‘yould have to quit. 


“hat do you think of the probability of that Imperial 
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gallonage that is there at that station coming to your 
station? 

A “ell, it is hard to say; be¢ause I do not know what kind 
of a class of business he has. I know he hes a lot of my 
poor customers, I know that. I would not have them back 
anyhow. I don't want them teck. 


Q mae eons LS typical, “is “lt Not, Lt Might be the = some ior 


“ 


these customers who used to deal with you now go to 


this fellow and this fellow ean't afford to turn them 


down? 
A That is true. 
G As a. retailer- Mr. Digney here is something else - as a 


retailer what do you think of the opposition that is 
being given to you by a company like the Texas Company 
that seems to be spending a great deal of money in 


the marketing of gasoline in this Province?’ 


A Well it has not hurt me a bit. 
Q Have you got a Texas station hear you? 
A Yell the nearest I have is eglst and 4th, five blocks down. 


You have not lost any customers to that Texas station? 


ip) 


A Not as I know of. 

Q And I suppose you do not like to go off your own - 
street and venture any opinion of any effect that they 
eve. You say none at sll? 

A to, t did a better business this year than last, so I 


have not lost any. 


ip) 


If your spread was cut to 4 cents, on your dhowing in 
1938, which you know about, you have seen the sheets 
this morning, and what you think you are doing for 1939, 


would you be able to make a Satisfactory living at 4 cents? 


A No, I do not think so, a satisfactory living? A man who 
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works every day of the year.oxcept Christmas and New 
Year's is entitled to something a little better then a 
satisfactory living. It would mean in my case one man 
boing laid off. 

ii seirness to you, you think you ere one of the best 
Stations in Calgary? You might be able to do it but a 
Woo OF OFher fellows could not du it at all? 

Seon ink so s 

HVen if you said yes, that you were able to get along 
on 4 gents, there would he a great int of people would 
stand up and sav they could not get alcng on 4 cents? 


Il believe that, yes. 


THER CHAIRMAN: Any questions? 
MR. NOLAN: Phank you. 
MR. FRAWOAY ; Now I have a considerable 


emount of Tiling of exhibits to do, Mr.Chairman. i do not 


suppose it matters very much where I start. I want tc 


MR MAHAPFY: Before my learned friend 
goes on filing exhibits, because I do not think I need 
stay while he is doing that - I have to file « statement 
and also hand in to the Commission the book by Dr. Brown. 
Now IL had hoped to have that this morning, and I still 
hope I will have it today, out it may be tomorrow befare 
PD hand this in. =F trust that will -be wattisfactorys hie. 
Boyd was in the middle of getting his new cracking plant 
running, and as soon as he finished b's evidence he went 
right back to Turner Valley ana tcok the book with him 
and said he would give me the necessary quotations from 
it and send it back to me. 


MR. FRALEY: Suppose we give it a 
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number now? 


THE CHAIRMANE It wes put in. 
Me HARVIE: Lt was put in. 
THE CHAIRMAN: It was fast 6 matter of 


leaving a memo of the pages to which tke witness directed 
particular attention. 

a... HAPPY That Terie 6. sr. 

was CHAIRMAN: Make sure that book is 


in. I am quite sure it is. 


PreHtRVIE: DG Le Beni Do ey ora 
think. 
THE CHAIRMAN: Yes, that is right, 


Exhibit "679". ‘jell we might not be sitting tomorrow 


but you can always hand that memorandum to Mr.Frawley. 


fae, AHA Y : Very ite Lape oLre AWE 
do that. 
Mey ERCWLEY: Now I first want to file 


a file of statements which contains a list of all of the 
wholesale outlets in the Provines of Alberta, of all 
companies, and in almost every case indicating the nature 
and extent of the storage which each company hes at each 
bulk point. 


DOCUMENT IF 2URSTIOFN IS 
NC: MARKGD BXHIBIT "680". 


Mee FRALEY: Then I want to file 
Imperial Oil Limited ‘yholesale Price Lists frum the 3rd 
of February 1926 to the 24th of July, 1959, inelusive, 
10 in number, and each one numbered is red peneil, 1 to 


10. 


DOCUMENTS IN QUB-TION ARE 
NOW taA.KBD EXHIBIT "6gi"., 


MR. FRAWLEY: Then I file a statement of 
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prices at Calgary of Imperial O11 Limited fcr Bthyl 
gasoline, regular gasoline, and third grade gasoline, 
from the 29th of October 1930 to date. and this 
stetement ¢overs both posted tank waggon and service 
Station prices.in connection with tho service station 
prices the Imperial Oil Company ves good enough to 
ascertain these prices by enquiry, and that is the source 
of that information. And the statement contsins two 
notes, one that 100% dealers get lg off the posted tank 
Waggon, and secondly, that the prices quoted are exclusive 
br the 7¢ provincial tax. 


DOCUMENTS Iii QUESTION ARE 
nO! MARKED BXHIBIT "682" 


MR. FRALEY: Phen I] have to file what 
might be called a miscellaneous exhibit, and I suggest it 
be givén one number. Fhis exhibit is all of the pertinent 
statutes in all of the Provinces of Canada that I mve 
boen able to get together. 

Mite HanVis: would 1t be possible to 
read in the names of the Acts so ve will heve a record 

of what is filed. 

Mi. FRALEY: All right, the exhibit 
number is "683", and Mr. Cutler and [ wiil collaborate 
and get a proper list and put thet in the record. 

Me. SOLAN: You dc not intend them 
to be exclusive. Thore are a lot of statutes affecting 
the oil business that you are not putting in. 

Me. FRA, LEYS. My learned friend is 
complimenting himself. He has a nice little folder 
that contains all these Acts and I woulc be glad if 


my friend would give me that list, because the 
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vorkmen's Compensation Act touches this industry. My 
friend has anice little compilation and we might induce 
him to file that compilation. 

Mo NOLAN: I would be glad to hand 


that in totthe Commission. It is very much more convenient 


to look ate 

THE CHalRMAn: ve would be very glad to 
have it. 

Mr. WOLAN: I would be glad to get it 


back, Mr. Chairman, after it is all over. But seridOusly 

if it is of any use at all I will give it to Mr.Frawley. 

THE CHAIRMAN: Thank you very much. 

ie will be very glad to have it and we will see to it you 
do get it back. 


ATS 


STATUTES NO. ek ARKED 
HHL BLY "685", 


MR. PRAWLBY: I want to lesve with the 
Gummissinn and file 4 number of them if you like, some 
extra copies of two memoranda which Mr. Russell used when 
he was here. There are several copies I sent to Ottawa to 
get. 

Meee RVil: Aren't those already 

in as an exhibit. 

Mk. FRA VLEY: I think Lr. Cutler had 
better check thet. I.am afraid they are. Mr. Harvie is 


quite right. These are sxtra copics though. 


MR. COMMISSIONaR LIPSET?: what is the exhibit 
numbe r? 

VR. HARVIE: ape meno Cea. 
(b). 


MR. FRA TEV: Then I am filing an 
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excorrt from the Oil and Gas Journal of the 26th of 

Octobsr, 1939, 7186, which shows the price as of that 

date throughout the Dominion of Canada for 3 Star gasoline 
and also for kerosene. I may say there was a remarkable 
error in this statement and I took the liberty of correcting 
it. It was an obvious error. The Edmonton price was the 
price without tax, and it was quite cleer from the iiane 


Beam e ht Mir see ss 


MR. NOLAN: There is no gas sold without 
tax. 
Mit. FRAWLEY: AS far as I know. 


DOCUMENT IN CUMSTICK IS 
NO'’ MARKED BXHIBIT "684". 


MRe FRAWLEY: This is an interdsting 
little statement which shows the priee at Halifax, for 
instances, is 24 cents, and the tax 10 cents, so the posted 
tank waggon is Halifax is 14 cents. In St. John, New 
Brunswick, 14 cents, in Montreal, Quebec, 223 cents, less 
8, the tax in Quebec being 6 cents. It is interesting 
for that reason. It shows the tax throughout the various 
Provinees because those are the prices from Halifax to 
Vancouver. Then I have to file a statement, well a letter 
I really should file, from lie. D. G. MacKenzie, K.C., 
solicitor for the Bthyl Corporation. This is a statement 
by his Company as to the doterioration of gasoline, which 
you rememte r Mr.George §. Mackenzie referred to on the 
26th of July. I think I necd not read the letter. 


LETTER IE QUESTION IS 
- NOW MARKED BSHIBIT "685". 


Mr. Mackenzie's statement is attached to his letter to me 
of Octobsr llth, 1939. Then Mr. Harvie has given me his 


Company's posted tank waggon prices, effective at 25th 
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October, 1959. I wanted this because, you remember, Mr. 
Chairman, the evidence was that the British American 
had not reduced their tank waggon prices on the 24th of 
July, last, and then there was a further Imprial 
reduction on the 25th of October, and I may say that this 
price list, which is only for a few selected pitices, 
namely, Camrose, Lethbridge, Medicine Hat, Red Deer, 
Stettler, Cahgary and Edmonton, that these prices which 
I an now showing are in line entirely with the Imperial. 
They are just the same as Imperial. I have not checked 
them but Mr. Harvie tells ma he so understands. 

THE OHAIRMAN: Effective when? 

WR. FRALEY: Effective the 25th of 
October 1959. Phe same as the imperial. 


DOCUMENT IN QUESTIONIS 
NOW MARKED EXHIBIT "686". 


Mow it think I should file this. it is an analysis of the 
Richfield high octane gasoline. The reason I think was 
it arose out of the cxamination of Mrs Don Becker when he 
was on the stand some months ago, and with his knowledge 
and consent, and at my request, the representative of the 
Bthyl Gasoline Corporation took a sample of the Becker 
Gompa.y Richfield high octane gasoline, which is made, 
~ou will remember, ir their own plant in Calgary, or 
Turner Valley, without the use of lead, and is sold in 
the seme market bracket as 3 Star snd Nevr-Wox and ire 
Chicf and so on. I file that analysis made by the ¥thyl 
Gasoline Corporation. It is to be understood, of course, 
and the Sorporation called that to my attention, that they 
Cnly did this at our recuest. I think it is worth whils 


noting for the information of the Commission that the 
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octano number on this gasoline is 6245 or 63.1 by 
the Le of 3 method as it is celled. 


DOCUMENT IN GUESTION IS 
NOW MARKED SXHIBIT "687". 


Then I may as well file now tho correspondence between 
myself and Mr. J. B. A. Macleod, K.d., solicitor for the 
Texas Company which has to du with the representative of 
that Corporation furnishing their Sunburst Refinery eosts 
to the Gommission. The correspondence starts oun the &th 


Oeenuetet, 1939. atiettor from Mr. F. G. Cottle, Commission 


accountant, to Mr. Macievd. 


y: August 8, 1939. 
Pus ie Ao Macleod, Esq., K.C., 
"Barrister, ete., 

"Ganada Life Building, 


"Calgary, Alberta. 


"Dear Mr. Macleod: 

RE: ROYAL COMMISSION ON THY PsTROLMUM INDUSTRY. 
” In Mr. Frawley's ahsense, and upon the 
"Suggestion of Mr. Justice MeGillivray, I desire to confirm 
"Mr. Frawley's conversation with you on last Friday sfter- 
“noon, the 4th instent. 
i Wwe understand that the data relative to the 
"Suhbur st costs is now on the w-y to you from Nov York, 
"but you are as yet uninformed regarding tho conditions which 
"your client will impose in placing it before the Commission. 
"Tl desire particularly to confirm what Mr. Frawley said to 
"you on Friday last, that both Mr. Nolan and Mr. Harvie 
"will underteke on behalf of their respective clients that 


"if they are permitted to attend an in camera submission 
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OL the Sunburst material, any information thereby 
"cbtained will be kept strictly confidential to their 
"gleints, namely, Imperial Cil Limited and the British 
"American Oil Company Limited, and will not bé communi- 
"cated to any other person or company whatsoever, whether 
"parent company or subsidiary. The Couwt Reporters will, 
"of course, not be allowed to shcw or dispose of any in 
"Camera evidence othor than to the parties attending an 
"in camera hearing. 

* “oe trust that with this assurance your client 
"will feel free to submit the Sunburst svidence to thé 
"Commission in the prssence of counsel for the imporial 


"Nand the British American companies. 


u Yours very truly, 

af EF. Ge Cottle, 

a Commission Accountant. u 
That was on the oth of August. On the llth of August 


Mr. Nolan received a lotter dated the llth of August 
from Mr. \.. F. Prendergast. That reads:- 

e August Lith, 1959, 

"Mr. He G. Nolan, Usq-e, Ke%, 

"Bennett, Hannah, Nolan, Chambers & Might, 

"600-603 Laneaster Building, 

"Calgary, Alta. 

"Dear Mr. Nolan: 

¥ Answering your letters of august 8th 
Nand 9th with rezard to data which might be submitted 
"in camera by the Texas Company, it will be in order 
"for you to confirm the stetement mado by -ir. Sottlo 


"in his letter of August Sth to lire J. us. Ae Macleod, 
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Yi.c., Which te to the effect that any ovidence regarding 
"Texas costs which might be adduced in camera will bes 
"regarded by us as strictly confidential and for the 


"information of Imperial Oil Limited alone. 


” Trusting that this will be satisfactory, 
si Yours truly, 
" “wo Frank Prendergast. a 


That Letter was handed to me by Mr. Nolan, some tins after 
the date it was. Ptesived by him. Then on the 5%) of 
October I brought the matter to a head by writing Mr. 
Macleod this lstter:- 


" Court House, Calgary, 
Octobor Sth, 1939. 


"Dear Mr. Macleod: 
Ro: Royal Commisseon on Gasolino 
ana Texas nefining Costs. 


re Ee ee mre a ee ee 


4 Confirming my telephone conversation 
"with you today I send you herewith a copy of Mr. *.. 
"Trenk Prendergest's letter of llth August last to Mr. 
"Nolan stating the attituce of the Imperial towards the 
Neonfidential reception of the evidence respecting 
"Sunburst costs. Mir. Prendergast's letter merely 
"eonfirned Mz. Nolan's verbal undertakins which was 
Teonveyed to you in Mx. Gottle's letter of the Sth 
"ugust last. 

" vith respect to the british dmeri- 
"ean Company, Mt. Harvie advised me under date of 


"Ausust 9th that he would heve to submit hr. Cottle's 


"letter to you of the 8th August to his clients in 
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"Torento and obteih their definite instructions. Mr. 
"Harvie now télls me that he has not es yet receive? 
"his ¢lient's definite end unqualified instructions 
"in the matter. He is bf the opinion, however, that 
Tie eVour .c Lient-would now state.that it willesubnit 
"the Sunburst costs in camera to the Commission the 
"British American would be quite prepared to give to 
"you the same assurance exactly as is contained in iir. 
Meongersast's Lettexr to tim,.Nolam of the llth August. 
y abd. .VOu, be 60g, SROUch «tO. obtain 
"your eclient.ts .itstructions 4t the .sarliest 


a 


Mmoment end advise me. 


i Yous s tau b¥s 

af 

it dys edt AeA’ AGB § 

" Commission Counsel. 


rete Ao FAC LOOG »  BSO wy pel ov; 
"6S Caneda Life Building, 


NOCLGIRY, Alberta. i 


and then the correspondence is completed by Mz. haeLeod's 


orter to me of the 1déth of October, 1939. 


u 13th Octobex, 1959. 
Mie ds FYEWlLey., 8G, HeGe, 

"Commission Counsel, 

Weourt House, 

"“Oaleery, Alberta. 

mOeer Sirs- | 

: Ian in receipt of your letter of th. 5th instant, 
"enclosing copy of letter cf llth august from Lr. \.. 
"Trank Prendergest to wre Lolen. My celay in dealing 


with this hes been due to the fact that Mr. .eltabarger 
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"has been out of the City and Province ané returned 
featy Last night. 

" I have discussed this Hatter thoroughly with him 
Nand my instructions are to advise you that under the 
"cirocurms tances Phe Texas Corforation does not see its 
"way clear to authorize The Texas Company of Canada, 
"Limited, to disclose te the Gommission tho costs of 
"tho fnternational Refining Company at Sunburst. My 
"client is of the opinion that any findings or recon~ 
"mendations made by the Comnission will be solely on 
"the basis of the Local situation and th: t whatevor 
"the refinery costs of Intezrnational Refining Company 
"or other matters entering into the costs of The Texas 
"Gompany of Ganada, Limited may be, The Texas Company 
"of Caneda, Limited will have no option, so long as 
"4$ does business in this Province but to mest local 
Norices, whother this means doing business at a profit 
"pr ig Loss. AS Gea@lings prior to the aequisition 
"by The Texas Company of Canada, Limited of the pro- 
"ducts which it sells cen heve no bearing upon the 
"local situation, the Sompany can see nothing to be 
Nonined by giving out inforsation which might operete 
"to its disadvantage vith eompetitors abroad. hg 
"must, therefore, respectfully decline to disolose 
"theso rofinery costs. 

" Youre Lrily, 
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Then I have a series of stetenents to filé which my 
friend, Mr. Nolan, was good enough to supply me with. 
These statements were recuested by Lr. Plotkins and the 
r?son I ° putting thea in now he assured me he merely 
desired to have them filed as exhibits and he will deal 
With them when he is addressing himself to the Commission. 
oo Ob Suppose it matters wheres I start. I.Will file 
his statement of O11 and Gas Rights in .estern Canada, 
covering all subsidiary companies of Imperial Oil Limited 
for the years 1929 to 1948 inclusive. Mr. Nolan, with 
his client's usual theroughness, has supplied me with 
about five or six copies. 


DOCUMBN? Ll QUBOTIO? 1S. NO: 
LAnKevp #2HLiBIT "689". 


THE CHATRMAN: T do not understand you. 
You sey this is-prepared by kr. Nolan's clients and 

filed by Mr. Plotkins through you? 
oe at 1, Sy: Theat is one vay of 

putting it. These documents were requested by ir. rlotkins. 


THE CHAIRMAN: And you requested Wr. 


Nolan to prepare them’? 


hors) a ee OS ra a Yas. 
THE CHALERMALL Tt understand that. 
hee PUA NLEY: then @ Series of 


statenents showing the cost of proéucing oil by certain 
hamed subsidiaries. First Foothills Oil enc Gas Company 
Limited, cost of producing oils lé months to vecember 
31, 1934. You might wonder why 1954, but as I say again 
Mr. Plotkins simply requested this. 

Min COMMicslON2R LIPSsTrs That is Foothills? 


Lo. PRATLEY: Foothills is the first 
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ONGe 
DOCUMENT Ie QUESTION Is 
NO’. -ARKED SAH EBILT 21690" 
weeks Gays The seme statement for 


the South ‘est Petroleum Gcmpany Limited. 

fee GOMMICSION 2 LIPSET?P? "hat is the Foothills 
full name: 

Phe FRS LwY: The Foothills Oil and 
Gas Company Limited. Tho same stetement, Costs of 
Olls, 19654, South est +etroleum Company 


erodgucin; 


Limited. 
DOCUReNT IK GUnLTI1ON 1S 
NOU? PARR) GI Bi "b9L" 
fey OLA IRMA li: Are you puttin, these in 


as ono exhibit? 

PRe TihoLuts “ell I was putting then 
in ohe after another, Mr.Chai:msne It may be a little 
Gonfusing. Ido not kncw what use is intended to be made 
of them at all. 

THe CUAL AT: Is it the same thing in 
each case? 


ee a ay Lt is the same kind of a 


‘@ oe oh 


statement, but a separste company in each case, of course. 


THs CHAIAMATSs Lt 26 the Cost of Producing 
Peis 2 

cows LY § Yee, Cost of Producing 
Oils. 

THE CHAI LAr: All vight, the first one 


is the Foothills. That is wxhibit "“ov0". The next one is? 


Paes” Ty The South t.est Petroleun 


Company Limited. 


Pep GHA dst As That. is. BxhiPitFo9i", yest 
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Tew SE “Lay: Then the next one is 
Cost of Producing Oils, 12 months 1934, Dalhouste Oil 
Company Limited. 


DOCUMENT Il. (“UBSTLOL Is 
NOU . xh Wan iol? "eg". 


Me. COMMISSIOL BR LIPSET?T: Is that the same year, 
19 34% 
0 ae) a ae Yes, that is 1934 in each 


case, Mr. Chairman. I think those three companies are 
all. The next statomont is betail of Geological and 
Prospocting &xrenses, 1931 to 1927. Now to make this 
understandable, there is no further title to it, but I 
think I can add, with my friend's concurrence, that is 
the Imperial and its subsidiaries? 

Wis NOLAN: Yese 

MR. PFPRAVLSY: No, it is the North 
Vest Sompany. I had better correct that. That is the 
Letail of the Geological and Prospecting sxpenses of 


the Worth ‘.est Company. 


THi CHA IRMAN: unLy? 
Boi e FRA WL IGY 3 Only. If there is any 


possible mistake about that it aight be worth whiie 
checking up on. 
hee LOLA s Yes, ZT will do that. 


DOCUMENTS IN QUso TION 


42 NOY MARRGD BHI BIT 
Rego s 
Me. FRALEY: I do not think when Mr. 


Plotkins brought them to me that he knev what ticy were 
really. Now the next statement is Imperial Oil rrocucing 
Department, wstiaated Profit anc Loss 1958, 8 months 


Actual anc 4 menths ustimated, anc 1959 ustimated. 
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THE CH\IPMAT: tmperieal O11 Limited 
what? 
MR. PRAVLLY: Imperial O41 Limited 


Producing Department, Hstimated Profit and Loss State- 
ment, 1938, 8 Months Actual and 4 Months Estimatod, 
end 1939 ustimated. All in the one statement. 


DOCUMENT Il QUBSTION IS 
NO’ PARKGD BAHIBIT "694". 


THE CHAIRMAN: These are all at lr. 
Plotkins' reguest? 

Me 1G Giby ? Yes, “ie wild tel le you, 
Mr. Chairman, when I finish with kr. Plotkins. That is 
two sheets. Tho next statement is Royalite Oil Jompany, 
Operating #xpense, Gasoline. Plant Number 1 Expenses. 
This ststement is for the month of December, 1938, and 

to date this year, namely 1938. It is for the month of 
Docembe rv 1938, and then a cumulative report for the whole 
of the year 1938. 


DOCURENE Dn SUBST LOM, IS 
NO'; PARKED EXHIBIT "695". 


MRe “RATT SY: The next statement is 
Royalite Oil Gompeny, Operating wxpense, Gasclins Plant 
Number 1 Uxpense, month of August 1939 end to date this 
year, namely up to the end of August 1949, still the 


Number 1 plant. 


DOCUMAIT Tl. GUBSTION IS 
NO  AiKeD BTIBIT "696". 


Re «RAVLBY: The next statement is 
Royalite Oil Company Limited, Operating ixpense, Gasoline 
Plant ‘umber 2, uxpense month of vecember, 1988, and to 
date this year, namely to Decenber Slst, 1936. 
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MRe FRAWLEY: The mxt statement is 
Royalitc Oil Company Limited, Oper:ting Ixpense. 
Gasoline Plant Number 2 Expense, month of August 1939 
anc to date this year, namely lst August, 1939. 


DOCUMENT IN QUBSTION IS 
NOW MARKED EXHIBIT "698". 


WR. COM’ISSION:R LIPSEPT: That is the end of Mr. 
Fiotkins. 
Moe TRAYIELNY: Yes, I am finished now 


with the statements that ?r. Nolan got for me at Mr. 
Plotkins' reguest. Wow this is the Final Report of the 
Marketing Division, Petroleum Administrative Board, 


United States Department of the Interior, issued June 


LIO6. 

BOOK LN QGUBSTICN IS 

NOY MARKED BXHIBIT "699". 
MR. #RAVLEY: Thee xo 16 8 Billy Ber. 


7672. A Bill, "To Fromote the Conservation of Petrolseun; 
To Provide for Co-Operation with the wtates in Preventing 
the ‘:aste of Petroleum; To Create an Office of Petmwleum 
Conservation; To Amend the Act of February 22nd, 1945, 
as Amended and For Other Purposes." 

MR. COMMIS..I0Max LIPSST?: Is that in Arkansas? 

MR. FRALEY: No, that is the United 
Ctates Congress. 

WR. COUTLE: That is the so-called 
Gole Bill, proposed Federal conservation. 


DOCUMMITT Ik QUBCTICN Is 
NO} eAckeD BAHIBIT "700", 


MR. FRALEY: The next is "The Code of 
Fair Competition for the Petroleum IndUstr¥ and Adminis- 


trative Boards perteining thereto, as of iarech 1, 1935." 
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Prepared and issued by the Petroleum Administrative 
Board, United States Departmeht of the Interior, under the 
direction of the Administrator. 


DOCUMENT IN QUSSTION IS 
NO MARKED @XHIBIT "701". 


Nov while I am seeing if I have any more Mr. Cottle has 
Some exhibits to file. 

Wine COTTLE: I have a bundle of 
documents from the Union Oil Compacy of Canada Limited, 


Data thst Mr. Doughty agreed would be filed. 


Wk. COMMISSION LR LIPSsT?T: Can you tell me that 
again’ 
tee OOTTLE: Lt is @ bundle of Gata 


from the Union Oil Company uf Canada Limited. 


DOCUMENTS IN QUESTION ARs 
NO MARKED, EXHIBIT "702". 


oo. COTYLE: 4&8 similar bundle from the 
MeColl Frontenac Oil Tompany Limited. 


DOCUMEIT.: IN QUESTION AR 
NOi MA -haD.BXHIBIT "708". 


Pm. HO RVin: “hat are they, working 
papers and so on? 
fee GOVILE: I would not call them 
working papers. They are various Statements of information. 
THER CHALTRMAW: xnequested by your 

OPT tits Yes, they were requested 
by me. IF am putting them in so they will be available. 
The Worth Star Oil Limited submitted some statements, ana 
later completed their submission by quite a number of 
additional sheets. I do not know jus ¢ how to handle this. 
But from pases 1 to 16 of this bundle have boen filed 


before and from there on is supplementary to it. 
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THis CHAIRMAN: You say they were filed 


bofore? 
Mie OOTTLE: £ do not recell the 


numbers» I should have looked that up. 

THE CHAIRMAN: It is really part and 
pareol of the cther exhibit? 

ie. COTTLE: Yes. They could be added 
to the other exhibit or a nev une put in in substitution, 
This bundis is the complete exhibit. 

MR.HARVIL: Pages 1 to 16 are already 


in you say* 


fe el TLE Yes, put in by Ms. Havelock. 
THs CHALRMAN: ana from 16 on is added to 
Ltt 

ee SCTTL:: Yes. 

THE CHAIRMAN: I suppose really the 


simplest thing is to give it © mew exhibit number now. 


Mee COTTA: The whole bundle, 
7am GHALRMALN: Yes. 
Poe snARVIE: The others were pxhibit 


io ok Unbink. 
THS CHAIRMAN: This will be Exhibit 
"’”Y04", and what was that, Mr. Harvie? 
VWaeHARVIG: mxhibit "493" according 
to my note, is pages 1 to 15, and 16 Statements of North 
Star. 
THs OTR Hie This will be made 
Tenipty 704". That is the North 2var. 


DOOUMENTS I. (Ua TION ary 
NO. MARKSD KAHIBIT "704", 


We. COPTE:: T have a foldor,’ British 


American Oil Sompany Limited, Fixed jssets anc Investments, 
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vorking Capital, Provinces of Alberta, Year 1938. This 
Ls a detailed statement of the capital employed by 
the British American Vil Company. 


DOCGULsNT IN GUuSTION IS 
NO’ LARKED BXHIBIT "705". 


Pes COLPTLE: I have a statement from 
the British American Oil @Gompany Limited reconciliation 
Of Sales Value of Lubricating Oils and Sundry Products. 


DOCUMENT IN QUB.TION IS 
NOt; MARKED BXHIBIT "70". 


Mee COTTLE: I have a statement, vetails 
re Item of Inveutory Changes and Shortagos, shown on 
Statement of Commodities Purchasod. British American 

Oil Company Limited. 


DOCUMENT IW QUESTIOL IS 
NO) -ARKED BAHIBIT "VO". 


fee GOTTLE: Another statement from 
the British Akerican Oil Company, Sales Realization of 
Fuel O11, Bunkers "C" and Fuel Oil Burned. 


DOCULAN? Th. QUBSTIOR “Is 
NOW MAnaBDe BRITE IP "708". 
ie COT TLE : Another statement from 


Tho British American Oil, Stock Adjustments Provinee of 


Alb rta, year 1938. 


DOCUMasNT IN @UBSTICN IS 
NO’ tARKED BXAIBIT "709". 


t.. COTTLA: 4 further statement of 
the British Amexican Gompany "Details of Invostment, Taxes, 
Rents, Gasoline Sales, Lessors anc Lessees, as at vJeac- 
amber dlst, 1958." In respect to the British 4merican 
service stations in the Province of Alberta. 


DOCUMENT IN QUBSTION I5 
NO BANDED BAHIBIT "710". 


Me. COPTTLR: I have a mamorandum wi th 
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schedules attached forwarded tu Mr. Frawley by Dr. 
Browne The mamorandum covers several topics which, 
perhaps, I should indicate. The first is "The Effect 

of a Change in Price of Grude O11 uh Profits of Imperial 
Oil fompany." "Position of Beonomic Fringe wast of 
Regina.” "The Keomomic Fringe South of Calgary." "The 
Proper Price for Turner Valley Crucs Based on Competition 
with the Other Cruds Supplies Throughout the orld as 
Retlected in the price of CGride Oil in iLontana." 
“Minimum Heonomic Price fur Turner Valley Crude.” 
Wastimatod Cost of Constructing Now Refinery." "istimated 
Yields from Turner Valley trudo with a Wcdern Plant, 
Excluding Netural Gasoline.” 

mae ERA LSY: There is something. 

Poa. COTTLE: Mastimated Refinery 
opresds and Yields." 

THE CHAIRMAN: How is all this going 
iny is thie something we asked Dr. Brovn for? 

poe COLT: Yes. Those are tho 
things Dr. Brown said he would send t» us after he got 
back to Ann Arbor. Iam mentioning some of the topics 
Govered in it so you may know what is in it. I do not 
know how to describe it. It covers such qa multitude 


cf things. 
Me. FRA Lay: It is the result of 


Ter) AYoA rae eae 


somo of the things he dcalt with in his evidences That 


is what it is essentially. 


WiteHARVIn: Nothing new? 
Ve. SRASILEY: iL. dG not think<so. 
Me. SOTTLE: | For instenee "“astimea ted 


iernings of the New British American Plant, Based on 
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meerees Prices for Products. as given’ in Bxhibiy "S09"." 
"“Hstimated barnings of a 10,000 Barrel Capacity Plant 
operating at Calgary, Using 5% of Ray; Casinghead." 
"The Effect of Processing Marginal Crude in Bnabling 
tho kefiner to Extend his Market fer Finished Product 
by Cutting the Prices for such Finished Prod uct 
without taking a Corresponding Loss because of the Low 
Cost:of refining the additional crude requred for the 
additional market, which crude is known as Marginal 
Crude." 
THE CHAIRMAN: ‘te will” recelve Lt. 
Of course, as you would surmise, we would not attach 
the Weight to it as we would if the witness was eross- 
examined upon it. 
MR. FRAWLEY: Thet is if he has tnything 


more crate be Or eae 
THE CHAIRMAN: If there is anything new. 
It will be subject to that criticisn. 


Oot PRAVLEY: Yes. But he certainly 


was not asked to add to his evidence after he went home. 


MR. COTTLE: Lado not think he dias 
TH CHAIRMAT: jLL right, then Hxhibit 
nN a S 


DOCUMENTS IN CUn CTION aka 
NOW MARKED BAHIBIT "711". 


RATT LuGY 3 “hy not put. the letter in’? 
Wea will ]Jeave ono of the paragraphs out in connection 

with his account. I will have a copy m dé of this lettor 
axcluding the paragraph dialing with his account. 

THE CHAIRMAN: Yes, we are not interested 


in that. 
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MR. AOTTLE: There was some discussion 
of the difficulty, Mr.Chairman, of determining the cost 

of gasoline as distinct from other products. I have here 
a copy of a publication that I think is very interesting. 
This is an airtiiale which is reprinted from the July 1923 
Harvard Business Review, published under the direction of 
the faculty of the Graduate School of Business Administration 
Of Harvard University. The article is by Professor Gole, 
a@nd this article was reprinted by the National Asso#iation 
of Cost Accountants quite a fev years agne I have only 
seen one copy of the pamphlet, ar: am unable to set any 
further copies, so I have had the pamphlet copied. I 


Offer this in case you wish to refer to the joint cost 


problem. 
PAMPHLGT ("A PROBLuM IN 
JOINT COSTS") IS NO MARKED 
GLE he ee 

ME. COTTLE: I may say this is the best 


thing I have seen on the subject and that is why I offer 
Ge. ty Lord. 

MRe FRAWLEY: Phen I am very hapyy to 
offer lr.\Nolan's book of Statutes. He has all of them 
here surely, because he even his the warly Glosing Statute 
here. 

THE CHAIRMAN: “@@ Will not take the 
responsibility of marking it as an exhibit, but we will 


receive that thankfully. 


ui, 


sa) ae Pe It is prefaced by a little 
editorial ¢omment, and notwithstanding the fact wr. Nolan's 
firm did it, I think it is very good. Now that almost 
concludes the filing that I have to do. There are two or 


three things. There «re thu le~ses Which 1 promised to 
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gst and have not yet obtsined. 

THE CHALRIAN: Now I take it, Mr. 
Frawley, that with this book in front of us we need not 
be concerned with that exhibit, that is a composite of 
the Statutos for Canada, is that right? 

MRs FRALEY: Of courss, you would not 
know anything about the Statutes all over Canada. But if 
Mr. Nolan will be good enough to make up the same kind of 
a book. 

THE CHAIRMAN: On ORhie® Just really 
relates to Alvertat 

Me TOLAN: strange as it may seem, 


Sir, vnat is only Alberta. 


Tan THAIPMAN: All pagent. 
Poe PRY: LEY? My. Mohatfy ie to file 


a statement. He did not mention that this morning. A 
statomont showing his elient's requirements of casinghead 
as compared te the run of crude. I Will mention that to 
him, because “ir. Boyd was to file that. Then I want to 
file the leases I spoke of. I want to file a statement 
showing the trend of the reductions in the last fev, 

years in Galgary, the tank wagzon prices. 

Mae HARGI: Are you going to give 
these leases and so on oxhibit numbers so we will have a 
record? 

Mm. TRATLRY: ‘ell I do not know. ‘e 
Will be mecting again in about a week's time if the 
apylication which I am about to make is granted, and then 
We can put those things in then, Mr. Harvie. If we 
startod giving them numbers nov we mizht be a little 


confused. 
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cae ease: Mee 


Pes BARVIS: It is immaterial. 


of 


ee Pi. iby $ Now, I want to ask the 
Commission for an adjournment of one weak because I am 
engeged upon obtaining some further information upon a 
matter which I think will be of considerebis importante 
to the Commission. I assure you it is not trivial, or 
in my mind at least I do not consider it as such, and 

I have to ask the indulgences of a week's adjourument, 
at which time I feel quite certain I will make somo 
further stetemonts about the matters and make these 
other filings and then close the Commission. 

THE CHAIRMAN: Yuu are asking us to 
koep the Hearing open? 

eee PA at: To keep the Hearing 
opun ‘so that in a wesk's time I may be privileged to 
come before the Commission and say whether I have any 
evidéncee, either orally or by way of a stetejent filed 


with the Gommission, and then that is all. I thought 


we might discuss the further adjournment for the prepar- 


ation Of Argument now. That might be done now because 

Z would not want my friends to be held up in prepsring 
their Argument by the acjournment I am now asking for. 
I would suggest that they can proceed at once to 
prepare their summing up, because any statement that IL 
may make in a week's *ime will not materially interfere 
and with only at the most a very small part of the 
evidence that has besn put ine I am prepared now to ask 
the Gdommission to fix a time for the resumption of the 
Hearing to hear Argument. I have been thinking about 
how long we should ask. I know that the Commissioners 


are anxious to cunclude their report and I know, too, 
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that they cannot complete their report without consid- 
erable time to review the evidence and consider their 
Report. If think, however, the least I can ask for 
reasohably is to resume for the Hearing of Argumeht on 
the 27th of November. That, I think, is the earliest, 


I think we might be ready on the 27th of Iovember. 


THs CHAIRLAN: To Listen to the 
Argument’ 
Pia 2a sc LEY: To the Argument, yes. 


That only Leaves four days in tue month of November 

but it does start the voek, and subject to what my friends 
have to say, and I would like to hear what they have tu 
say. 

Mime NOLAN: Cannot we diseuss this 

Pe ormealiy vith you, Sir, without getting Dt onthe 
record. 

THE CHALSEAL: Yes. You take the res- 
ponsibility, Mir. Frawley, of saying you think it is 
vdfficiently important to heve us sit formaliy sgein a 
week from today: 


thie FRAWLEY: YeSe 


oy 


THE CHAIR? N: “e do not think we should 
take the responsibility of denying you. 

Mee OLAN 3 Before that is finally 
disposed of I am sure my friend will let us know what 

it is about in order that we may be prepared to discuss 

it when it comes up. 

To) OHM ERMAN: I gsther if there is 
anything to come up that "ir. Frawley will let you know 
Wheat dt iss. Thetis, of cours6, not unreasonable’? 


2. PRANLEY: No, that is quite 
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reasonable. 

THe CHAIRMAN: If you are going en 
with something on Monday the nature oF it will be dis- 
closed so that Counsel also may be ready just as you 


are, and save us that time too* 


fae FRAWLEY $ GUite So. 
THE CHAIRMAN: In regs rd to the time 


to be taken for the preparation of Argument, I see no 
objection to ir Nolan's mggestion that when you have 
talked it over you cén discuss it with us informally 
except that we, of course, can inform you to this extent, 
when we come to some date and fix upon it, that everybody 
knows they will have to go on then, in order that we may 
get through. 
ee OLA I: 4s I understand it this 
Commission is being formally adjourned et the moment till 
next Monday morning at half past ten‘ 
fie CHA ITRUAT: Yese 
Ls. NOLAN: That gets at something, 
80 to speak. 
THE CHAIRMAN: I think before next Monday 
morning, at Gounsels* convenience, and if you went us in 
on the discussion, or today even, to settle upon when 
we Should start...ee. 

ce  OANS iy idea was to discuss 
it informally with the Gommission, now if you like, becauso 
a great deal depends on the outcome of that discussion 
as to the character of the Argument we will submit and 
other matters of thz:t kind. JI woulda like personally 
to have the views of the Gommission on some of these 


matters. It is not an easy task we have in front of us. 
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THE CHAIRMAN: No. 
MR. NOLAN: It sesms to tie some 
thing would be gained by discussing it informally if 


that mests with lhr.Frawley's approvel: 


eee er LY $ Sure. 
THE CHAIRMAN: “ell perhaps Counsel 


can geome into our room tho. 


(At this stage the Hearing was adjourned uitil Monday, 


hie Loth day of November, A.v. 1939, at 10.00 Ati) 
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| and Petroleum Products 
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(Chairman) 
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Exhibit 681(11) | 
Latest price list of Imperial Oil Lb 66% 
ixhibit 714 
ixcerpt from National Petroleum liews, November 
ist, 1929, showing prices in effect as of 40th 
Oetober, 1929, 12 places over Vanada. 15,651 
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Report being prepared by br. Camsell, 15,665 


crit Se 


ne 


-* ® 
: rote, we 8 ele bite ee 
y 
} ‘ 
‘ 
bf Re 
F i ; 
. 7 bal 
Cp mt c) * . ee . . ia 
. £ Vee ' 4 
y — x ‘ * ay 
Rie J \ 
vie 
ee . “ . 
. ny 
. ‘ 
. BS eh wes ‘ o> ie, 


ss bay) Sa, | 
om 
4 
: 
Cg = . ¢ - é 
. = ae y . Sr 
oa pet as ayes 
¥ : is es oe 
=i 
: ¢ 4 aif 
tA 
sy | . 
: 7 i , 
Hy ese ee fe é ae se ag 
- Romn, We ace rs) f ee: + iHet A 4 
5 ae ely aly 
4 co ae 
F , . 
Me Ss so ater & ar “ae 4 (9%; sat | 
, Baas, ai! 
; ' 
’ = 5. ws ie 
= erence a iy § fy " atte ' 
. if 4 as 
EaN ai ey Soe 9 2 a9 en 
‘i oa -: auf 
divpears Ue Sulit Sock 
i Oy. esi. grew 
a ’ " r 
r @ 
Soe ee ere A BoA. es Ie 
h j a a ke Ce Plan es f 
ry, oe ahs FE Ds uel 
- . 1 > ve: ~~ 
f ny) Oa Nese 2 2 By 5 
ea id i A 
Mi ce ne iss $0 oy Pia i? He 4 
eke ae ra 7 
ae i as . ra a Pec ees t ea Be 2 § 
Pon ee Ri « en. F fe ae 


y2agl BRA ee aha 
ya) ral By Pi Pele jks hope GS ae 


- 
7 


ea nc Rh: , by. > » ; : = 1 
co ena ACE Sek shiner fugly | oo eitioly GS: Ae We eta an 
; ig - ai Z Craw 


J gS Eas Sy gl Laaae By 


ae 


nT see 
%. # * ag F Ee. 
“i ya Sy BRAY ae ee eae 
: ' 
= ure x 5 me + ay Bee af ase, 
ae = aya Cotes ee Me ayukvres Ly * Te my 
i" iv ef fi 4 
} R 


ce 


~aet Oe 
dri, AX bl ey Bee ty 


. ei , “ e - a ows 
=» 9 le 7 igs ae, Sale se.” late oo er 
BUCA LE fina tee eee RE Riis rae 

¢ oe ee eee 
7 P| . phy 
1) Ped : ey 


Page 
ixhibit 722 
Telegram dated November 2nd, 1939, Imperial 
Cil to tir. Nolan K.C., re Nova Scotia prices 
sinee January lst, 1937 15,666 


Exhibit 723 


Statement prepared by lire Frawley setting out 
information contained in telegram ixhibit 722 Syoo6 


Exhibit 724 
actter dated November 9th, 1939, wr.Frawley to 
Mi. Nolan re Nova Scotia situation 15,667 


Exhibit 726 
Copy telegram Toronto November 14th, 1929, 
MY. LeBweur KeGe, tO tye Nolen Koes Ye 
Halifax situaticn Li, 669 


menibit 726 
Copy telegram November 14th, 1989, lire Nolar. 
K.C>, to ity. LeSueur s..U., requesting further 
information re Nova Scotia situation pe Sah cle 


Copy telegrum Toronto November 15th, 1939, 
Mre LeSueur to tire Nolan, furnishing furthsr 
informati cn re Halifax situation LO,ove 


Exhibit 727 


HXhibit 728 
Statement prepared by the Imperial Oil entitled 
"Comparison of Cuanges in naw iiaterial Costs 

and Tank Wagon Prices" 15,673 
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1U:36 A.tl. Session 
isth November, 1969. 

THE CHALRMA WN: 4ll right, Lisi Frawley. 
MRe FRAWLLY: Mr. Chairman, it was 4xpected 
that wo would rasume our distussions this morning, hut 
Mr. Harvie has asked the indulgence of an adjournment 
until this afternoon bocause he has some rathor important 
mattars with some clients that have come from Toronto 
and some from Vancouvor, and I was, therefcre, on the 
point of requesting that the Commission adjourn until 
this afternoon at 2 o'telock, but lve. Nolan has received 
Some word from Toronto which I think will necessitete 
our applying frr an adjournment until tomorrow morning. 
Perhaps Mr. Nolan will say something. I am quite in 
accord with his application. 
MN. NOLAN: The point is, Mr. Chairman, 
that on Thursday liv. Frawley asked me to got soma 
information as to the Nova Scotia prics structure, and 
I wired the contents of Mr. Fravleay's letter that day, 
Thursday, and on Friday I received a wire from Wr, 
LeSueur; he said, after having acknorledgsd receipt 
of my wira: 

"Am having details checkad up and hope to 

"be able to ansrer you londay Stop Trust 

Thhis will not inecnveniehce royal Commission 


Nor Mr. Frawlay". 


Now it seems to me, Sir, that if we are going to 
edjourn at all, and ve ist, we shoula ad jeurn until 
tomorrow morning, if I may so: suggsst, because when 
this material comes in, and I sxpect it tuday, Mr. 
Frawley will heve to look at it ana will have te 


cheek it up tc see that it is complete. 


4 


Ag @8R mean nqganot 


Sav tie 1 Bhat eee atnet to a 


t ne 
- i a 
23 Tatret ' 

: | 

‘. K ee flue 
a = ¥ 

t yeh ot i Sa? Tiett’ ALS 
Bi, Ae oe 
ays) a4 wey iy 


ee a rane ee ng 4 Pf a Ae Th 
GSfU0 ie ta 4 ened ela rr 


Ee Mexicali apart 
& site % i Pe 
OL T eoll¢ 
4 f ‘ es ’ 
Sita AY ARORA Me Urea 
' * . . . i ah 
oe al tried @ é 
,2 OTTO ie ; 
d 
{ i ba es 


ss oe, os VE 1) ; i } 
A, bib ed eee By 3 eed fret he i) 
, | ; tara ae th RS AERIS 3) atte Pad 


y 2 5 
% “rere? + ‘te. 
/ ” PARR kt a hi ope 
ae oe Z 7am a, 
; a ids j F is : 43 


oth cate “jp to anes 
men : + : vf ? ae 
WOLT AE NE a beter, ns ebt ei 
fs vd Ne xe sas vols en 
y ted. 4.) Poe ye . 7B, cen: sotto. oh oa 


D> AMR Tee 


~ 15,639 - 


THE CHALRMAN: You say "tomorrow morning". 
The thought passes through my mind, Mr. Frawley, should 
it be tomorrow afternoon. 

MR.e FRA LHY: Yes, that might be better. TI 
am very anxious after I get this information to see 


that it is completo before it is presented. 


THe CHAIRMAT: That will give you a Little 
Leewaye 
oe | OLAN: This is all 1 know at the 


moment, Sir, but I can assurc you they are sndeavouring 
to get this information but Mr. Frawley asked for 4& 
good dicel. 

Mie PRA LAY: Yes, and because I did ask for 
eeeo0g deal, I would like to Gheck it over very care- 
fully to see whether it is all thers when I get the 
information. 

THE CHUA TiMAN: Supposing we say 2 o'clock 


tomorrow afternoon, would that he considered sufficient 


tima? 
Pew Gre LEY: That. shoucwdo. 
THH CHAIRMAN: And that will give you and wr. 


Nolen a chance to talk about it if it comes in today. 
tee NOLA LK: Saturday vas a holiday and the 
waeakend was rather broken up. 

Pe IA La AT Yes. Any objection, gentlenen? 


All right, we will sey 2 ofecloc«x tomorre afternoon. 


(The Inguiry vas here adjournec to be resumed at a4 P.M., 


Novenber 14tu, 1939). 


eseeveveeef? 8 eos oe @ 


1 wade esa xi 2 's 
L s aa oe 


oe t ie BO: ie 
A BAS 


“Eby ard: RTE ¥ Ri Pes oe i ii Be 


a 


i 
Pee /) ‘et ae . 
‘ coe: ce Pee i M Le 
ou 
VAL tt pa: 
ee ; ex - , eg i ~~ if 
a aa eek 
al qTay ’ ‘¥, 
Lae oe “a : : Fist 
) ; 
a Wu ee: 
tate: DEON 
- bs tee ie. 6 
f < prt 7 4 
as a * 


et Mins ove 


4 
Mae el 


| om pen ae 
Ml es es vy) asia US AARC CE 
7 , sgt Tee ate | ce) Sa 


Af Bees aie (vena Rete 


- 15,640 + 


2 P.asie, Session. 
November 14th, 1949 


The Inquiry was adjourned to be resumed at 10.50 


ABeiie, November loth, 1939. 


eaeoveedceoeevocoewedve 


10.50 A.-M. Session 
November loth, 1939. 


5-2) 


—— 


THE CHATHGIAN ; All right, iir. Frawley. 
Mie PRAWLEY: lire Panner please. 


eee evnvneeeeeeeev#os24oe¢@es 


b+ HAROLD TaNikk, having 
been first duly recalled, examined by lir.Frawley said:- 
Mx. Tamer, you have already been Sworn in this Inquiry? 
YeSe 
You are still under oath? 
Yes. 
Have you got an analysis of the Imperial Oil balance sheet; 
first of all let me ask you, have you an analysis of the 1968 
balance sheet of Imperial Oil Limited? 
Yes. 
And have you committed your analysis to writing? 
Wo9 s 
And that is this document’? 


Yes. 


L will effer fer ti tine, 


hy 


vine FRAWLEY: 
first a letter from i:r-e Tamer to myself, dated the loth 
instant. 

THE CHA TIAN : It is an analysis of what‘? 


MR. FRAWLEY: It is an analysis of what, 


the letter is what? 


This letter is in answer to your request for particulars of 
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Ke H. Tamer e 


earnings of the Imperial Jil with particular reference to 
earnings from operations in Canada. 

THe CHATHIAD ; Is that from an examination 

of the balance sheet? 

Witte FRAWLIY: What 1s it, it is an examin- 
ation of what, wir.Tamer? 

It is ar examination of the balance sheet. 

Prinarily? 

Prinsipally with reference to their earnings from operations 
in Caneda. 

Well now then, the document which you analyzed, the document 
or documents which you analyzed, is that available too? 

Yes. 

You have it in your hand? 

Yes. 

THE CHATIWiIAN : That is the point which I wanted. 
We will make the balance sheet a separate exhibit or with 
thst, ilr. Frawley? 

flies FRAWLEY: I suppose it enuld be as one 
exhibit, Mr. Chairman. 

Mie FRAWLEY: Do you refer to the document, 
the pamphlet in the letter? 

Yo Se 

You refer to it? 


“> 


LES » 


THi CHATRMAN ; We will make it one then, 


attaching them in some way. 


MRe FRAWLEY: “he Letter of the loth of 
November with the pamphlet is all one then? 


THU CHATriAN : Yess 
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Ke He. Tanner 


&> 


LeTTER DATED NOVEHBLE 26TH 
L969 WITH PA..PHLET ATTaCHED 
PRODUCED salD tAAREED HXHIBIP? "713" 
wike PRA WL: Now then, lire. Tanner, I think 
it would be satisfactory if you read your letter into the 
record and made such comment upon it as you think you should, 
as you go along. 
" Referring to your request for particulars of 
“earnings of Imperial Oil, with particular reference 
"to earnings fron operations in Canada, the following 
"figures obtained fron the "Financial Post Corporation 
"Serviced may answer your purpose.” 
And what you call the ":inancial Post Corporation Service" 
is the pamphlet fiied with the letter? 
hight. 
is The Compsmy’s income and Surplus Account for the 
"year ending vecember ist, 1928, shows net Income from 
"Canadian business -- £3,575,260. for the year. Net 
Yagsets of the Compamy as of December clst, 1968, 
"amounted to (159,695,347., but to determine the 
"total assets used by the Company in conducting 
Nits business in Canada, the following iteris 
"should, in my opinion, be deducted from this 
Lene PAN als i 
" Dominion Bonds and other marketable securities ¢17,274,271. 


(Income from these not included in the 
3,573,800. referred to above.) 


" Bonds’ of other Companies £589,490. 
"Shares of other Companies Preis: 
4 tnent in Subsidiaries LEGS i 
hea | ( 7,788,584. 
"heserves Fire ijarine and other insurmce 7,802 , O22). 
"Reserves ifiployees annuities _ AOE E OES « 


§ 93,978,897. 
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Tenner 


"Leavire net Assets apparently used in conducting the 


"husiness in Canada of )65,716,452. 


" Using this figure fer Assets and earnings of 
"Y5,573,260. shown as net income fron Canadian 
"business, the Compmy shows net earnings of 6.43% on 


"their operations in this country. 


au As to the return earned for the investor in 
"Imperial 011 stock, this depends of course on what 
"price the stock is purchased at. In 1988 the stock 
"sold as high as 19.5/8 and as low as 14.1/4, and earned 
".96¢ per share. If purchased at the high of 19.5/8, 
"the stock was earning 4.89% on cost, whereas at the 


"low of 14.1/4 earnings were 6.78% on cost. 


, Since 1975 extra dividers have been paid, dis-~ 
"Lursesents by way of dividends being greater than 


"annual earnings, as the following figures show: , 


Will I read that? 


Yoga? 

"Year £938 L987 1966 1985 L934 
Harnings per share « 9€ 298 095 093 095 
Dividend and extras 


pais Aa Prat ®) Peo ieee es 392% 


That is you: complete statement? 

And that is all covered in this pamphlet. 
TO tm. NOLAN: mYe Tagner, you know nothing 
of the operations of the Imperial Oil throughout Cadada 

in respect of the conditions under which it operates? 

Noe 


Or the condition which exists beyond the statement conta ined 


4nu the balance sheet for 19¢8? 
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Tanner. 

No- 

hike NOLAN: All right, thank you. 
wAIOn LIPSHT?: tive Tanner, do you know the 


criginal denomination of the shares or we.te they of no 
par value? 

The shares at one time were cf »25.00 par value, and I 
will tell you when that was split; the shares are now 

"O par value end in 1924 were split from ,25.0U par value 
Shares to no par value shares on the basis of 4 new, no 
par Value shares, for every 1 share of 425.00 par value 
stock held. 

In --hat year was that? 

ganuary lst, 1925. 

fo th& , was there any new capital put in since vr was 

it built up from earnings from there on’? 

From 1925 there has been some new, there has been pome sale 
Of shares. I will give you that from _966, iiajor Lipsett, 
Il gan give you the capital stock figure from 1929 on, and 
fies 2a fll, from this. Exhibit. L.will have to Look 

oe s<.s 5 

THi CHA Diwial ; You have no knowledge other 
than what is in that exhibit? 
pete 6 ell in here + 

Biltsa FRAWLEY: #oad it is there for anyone 
tO reed? 

fee 2p Bll here. 

THe CH ATHRIAN: Ary other guest ions? 

Mn. NOLAI: No thanks. 
ME. PRAWLUY: Now, mr-Ghairman, the 
Imperial Cil Limited.-.-- 

MAS Ok LIPSEuTT: MireFrawley, would tere be 


available further copies of that? 
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Ke He. Tanner. 


lik. FRAWLEY: Van you get further copies, 
Mr. Tanner? 

‘MR. TANNLK: Panes. 

mitte LARVIE: I might say, Nr. Chairman, 

I do not know whether there is anything in that statement 
for me to analyze and so on, but there may be. 

TH CHATHMAL: You Gai analyze it right now. 
bigs HARVLE: I do not think it is possible 
to analyze it right now. 

THE CHATIUAN : Very good, we will have to Go 
without the benefit of your analysis then, I siean we are 
hot going, you know we have been here a long time..... 

lukue HARVIE: It has been the practice to 
give Counsel throughout the Inquiry a little information, 
or at ieast a scopy cf what is te be analyzed, anc so on. 
THE OHA Dian ; Mir. Harvie, it is available 
to youe Ycur examination of the witness would not help 
much because he frankly says that he dces not know a thing 
Other than what that document discleses, which you can 
read as well as he can; and ake such comment on as you 

pee fit, bub te hold this Commission over for you to 
examine him on a document which speaks for itself, we 

wil? not do that. 

ths) MARVEL: Ghis is a new witness and 
the Commission is to adjourn within a few moments and 
here is other evidences i just want to make it clear 
that it is possible there might be some reply or rebuttal 
to that, that we will require, after we analyze it, and 


I get my instructions. I dm net know whther there will 


be er not. 


TH CHA TER WA: All right, you have made 
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H. Tanner. 


it clsar- 

iitie FRA wLiY: The Imperial Oil Limited, 
MY Chairman, prepares with respect tc its cperations in 
each Provinse, a statement which is know as "The Number 
Nine Statement". we have had these Number Nine S8tate~ 
ments for the Provinee of Alberta for sone time; asa 
matter of fact it is now practically «4 routine, almost a 
routine thet Mr. Cottle is supplied with these Number Nine 
Statements each year, quite apart from the work of the 
vommission, is that not right? 

Miike COTTLi: Ye se 

Mie FRAWLEY: Now the Inperial Oil Limited 
also publishes a Number Nine Statement for its All+Canad ian 
operations, a Canadian Number Wine, in addition to one for 
each Province. That Number Nine Statement, its primary 
purpose is to show the profit or loss enjoyed or suffered 
by the Compe y expressed in cents per gallon. 

IT have asked, and I now repeat ay request, thai pir. 
Nolan should furnish to the Commission a Nu:ber Wine 
Statement for the whole of the Dominion of Uanada. I 
have taken ur- Cotsle's opinion on the questicn, and he 
tells me that that statement would be of vaiue to the 
Commissinn in supplementing the evidence now given by 
lur.Tanner, and on its own account for the purpose of 
comparing the operations of the Imperial “il in this 
Province with its operations throughout the Dominion 
ef Canada, and formally now, as Commission Counsel, I 
askiir. lolan to produce, if not now, as soon as it can 
nome in in the mail from Toronty, and that it be filed 


later, e numoer Nine for all Canada- 
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MAJOk LIP SUET: Is that published, Mr. 
raw le y? 
MR. - FRawWLiy: I should not say "published", 


they prepare it ami make photostatic copies of it for the 
information of the various Provinces. I think its pr imary 
purpose, Mr. Chairman, is for taxation purposes;, either 
submitted slong with or supplementary to their taxation 
returns for the various Provinces. As I say, it isa 
statement that shows the operations throughout Canada in 
1988. 1988, of course I am sneaking of, expressed in cents 
fer gallon, and I would like to have that to compare the 
yerformanee in the #rovince of Alberta in the year 1938 
expressed in cents per gallon with ite operations throughout 
Canada also expressed in cents per gallon. 
Mre NOLAN: Well, Mir. Chairman, we have 
been here a long time and we have worked vretty hard and 
po have the Imperial Oil anc all its officers. We have 
endeavoured to assist, and I think we have done a good deal 
to further the work of the Commission and I am surprised 
that tir. Frawley finds it necessary at this eleventh hour 
of the last day tc strike this unpleasant note about the 
Imperial O11, and this Number Nine Statement. 

We de not adopt any arbitrary attitude about the 
matter, Sir, but what we say is this, thatwe do not 
think that we should comply with this request, nur reas n 
beim: that the Number Nine Statement is one which shows 
Our position, our cents pergallion position, as a result 
ef our operatious all over Canada, in all of the Provincee 
of Ganada;we feel ifthat matter is to be: gone into and any 


comparison is to be made as between Alberta and the rest of 
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Tenner. 


Canada, there will have to be evidence before the Con- 
mission as to the conditions which axist in other parts 
of Canada, which is tantamount to Opening up another 


Inquiry; if that is not done we feel that the conclusiong 


which are reached by comparisons made may be very harmful, 


not knowing the conditions existing in the other parts, 

Or the effect of the conditions that exist there, because 

it is perfectly obvious that our earnings are determined by 

@ very great variety of conditions in every other Province 

in Canada, and so, very regretfully may I say, my instructions 
are that we do not feel “yare we should comply with this 
request at this time. 

MAJO: LIPSulT; is this dcement fortaxation 


purposes, tix. Nolan, or for the general purposes of the 


Company? 

iii e WOLAN: It is for the purposes of the 
Gonpany. 

Mine BRAW LAY: I only desire, iir. Chairman, 


if I might, to reply to tir. Nolan's remarks that we have 

all worked very hard, and that the Imperial Oil and its 
officials have workea very hard, with that L am not prepared 
to disagree, but I would hike it on the record that iir. 
Gottle and myself have, what I think is, without any undue 
use cf words, what could be called a gigantic task in 

trying to present to this Commission all of the facts 
surrounding this business, even taking the Imperial Oil 
alone, and I would not like it thought that there is anything 
unfair in tle suzgestion that this request was not made 


two or three months ago. My Friend says that this statement 


gan only be understood when one appreciates all of the 


factors existing in the various Provinces throughout 
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Canadae The Imperial 0:1 has expressed its commenéation,- 
although nohody is inoking for commendatinu,- not only to 
the Commission itself but in the manner oe which it has 

veen cnnducted, and I say the Imperial Oil is quite free 

aud would be quite secure, in giving to ir. Cottle any 
documents and there will not be the slightest poesibility 
cf his misunderstanding,« I say that it is unfortunate 

that [ should have to strike an unpleasant note and I hope 
1% is not being taken as an unpleasant note, but I say it 

is unfortanate that the Imperial Cil, knowing the modifica+ 
tions with which any such stutement would have to be 
accepted, nevertheless it is unfortanate that we do not know 
the operation, the portion of the profit performance in 

the Provincé of Alberta as cnmnared with the profit perfor- 
mance in the Dominion of Ganada. Mere No.an will, po dnubt, 
Gome in due anurse and argue that the profits here were 

oniy just and fair, knowing at the sane time that there 

is a necessity to compare that with the profit performance 
in the whole of Canada, end that is all I sayabout it. 

My friend is refusing to voluntariiy offer to the Commission 
this document which I asked for. 

THE CHALK iia : Well we have given some thought 
to the matter since it was first mentioned this morning, and 
while we do not fora moment suggest that the request is an 
unreasonable one for Counsel tc the Crmmission to make, 

yet we think that even if we had tie power to insist upon 
eccmpliance with that request, that we would not d% so 
because there peems something unfair about comparing the 
cperation of this particular Company in Canadé with its 
Cperation in Alberta,when We cnly have the evidence sur- 


rounding the operation in Alberta. #8 Comiission 
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Counsel says, that is the purpose of getting the document, 
to make that comparison. If it is uf value to make the 
comparison tlsh we would have to be sure, ere we predicated 
anything upon the comparison made; that we were familiar 
with the facts in respect of the operation in Canada and 
elesarly vic are mot,, clearly we would have to now embark 
upon a Canacian-wide investigation and so in all the cire 
Cunstances, we unhesitatingly say that Counsel's request 
is a reasonable one and that we would welcome an examin- 
ation of the document, but we do not think that we would 
be able tu give it great weight for the reasons given, 
and that being so we do not feel that we shoulé insist 
upon its production. 

Anything else to file, ur. Frawley, or Counsel? 
MRe FRAWLEY: Yes. I take it then, hir. 
Chairman, I went to leave this matter clear in the record, 
I take it you are not ordering the production of the 
document, but you are expressing your opinion that you 
would welcosie it and that you would be interested in 
Looking at it. 
THE CHA IRAN: Yes, but in the circumstances 
wo think in any event, giving it but little weight. 
MA. FRAWLEY: Now, tire Chairman, IL wont 
+0 Supplement, I first want to supplement sxhibit #681" 
which is a series of Imperial Cil price lists, and I 
want to supplement that by adding the very latest one, 
the one which is in effect at the moment, the one which 
became effective on Catober 25th, 1939, and the best 
thing to do would be perhaps, each one of them is 


numbered ang this simply makes this Number 11 in the 
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Tanner. 
Beries. 
THis CHALIMAN : That will be Nuabex 11 of 
what? 
Mise FRAWLLY : Of Exhibit "681"; there are 


LO price lists in lxhibit "681". 
THL CHA TUiaN: And that will be added to 
Bahnibit "681". 
LATiLST PRICL LI5ST FRODUC ED 
AND .AnKSLD NUMBih 11 of 
MAUL BLT Wool". 
WRe FRAWLEY: Then, Speaking still of 
price lists, I want to file an excerpt, two excerpts, 
one from the Wational Petroleum News cf November lst, 
1969, showing prices in effect 30th October, 1989, all 
over Canada, at 12 places in Canada. 
EXCIRPTS FRO NAT TONAL 
PHTROLLUL biwS, NOVEMBER 
lst, 1949, PRODUG ED AND 
WARIGD EXHIBIT "714", 
MR. FRAWLEY: | Then I want to *ile somes 
thing very similar to that, an excerpt from tie Oil & 
Gas Journal, of 2nd November 1939, showing prices as of 
OctoLer 3lst, 1939, in tthe same places in Canada, because 
this excerpt from the Oil & Gas Journal shows in each 
Gase the Provincial tax; otherwise the isnfcrmation is 
about the same I think. 
EXC #HRPP FROL: OIL & GAS 
JOUANAL end November, 
L939 PRODUCLD AND iiAH ED 
BXELALP PTL. 
Mi. Fig WLEY: Then I want to file forms 
of lesres of the Province of Alberta. They can he 
distinguished, I think, as well as anyway , by the docunentary 


form number. The first will be Documentary Form Number 2736. 


PHL CHA I: MAN; ; They can go as one exhibit, 
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Ke He Tanner 


gan they} Mr. Frawley? 
Mk. FRaWLey: Yes, L do not see any reasun 
wiy not. The other is Form 274; one is on ordinary Crown 
lands and the other is cn School lands. Form 274 is the 
school lams and Form 272 is the general land. 
FOR OF LEASH NUMBER 273 
RPODUG HD AND MARKED EXHIBIT 
716 (a) st 
FORM OF LeASh NUMBUR 274 
PRODUC HD AND LAK AD EXHIBIT 
716. (BS oh 
whe HRAWLEY: Then I want to file one forn 
of lease cf the Calgary & sdmonton Corporation Limited, 
and I want to read as part of that, and I think it ean be 
done by simplv reading it into the record, a letter from 
the Company, from Lionel Baxter on behalf of the Company, 
addressed to ayself: 
yi acknowl. dging your letter of Nevenber 7th. I 
"enclose herewith two specimen copies cf the lease 
"used by our GompaLnye Ln connection with the dril- 
Nling conmitments as called for under the lease, 
“while the standard clause sets out that certain 
"Qrilling must be done, this clause has to be varied 
"in aacordance with the acreage taken up by our 
"various lessees and may call for one or more 
"drilling rigs to be operated once commercial 
"produstion has deen obtained, depending un the 
‘agreage held. 
* It is our general pcelicy that whenever our 
lessee takes up acreage in conjunction with 
t@overnuent acreage adjoining to permit the test 


twell #0 be Grilled on the Governsent lana or our 
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"own depending entirely on the recommendation of 
"their own geologist. If the well is drillea 

"Un Government land and production obtained, then 
"the lease will call for drilling in a specified 
"Sine on the Gorporation's land. 

ud It may be unnecessary for me to say because I 
"believe you know that the Gorporation has ¢@u- 
"operated with its lessees throughout the years in 
"giving them assistance where for financial reasons 
"or other causes they have been unable to carry out 
"strictly the terms of the lease. AS a matter of 
"fact in all the years the Corporation has been in 
"Operation there has tiever been a single instance 
"in which we have taken court action to enforce 


"the drilling obligation of a lessee. 


v Yours very truly, 
” "Lionel Baxter. " 
THE CHALEDMAN: You might just attach that 


letter to the exhibit. 
O0.& ta LiuAS® WITH LETTER 
ATTACHED PRODUCuD AND 1, ARKED 
EXE IBLE LT 
Me. FRAWLEY: Now I want to file a statement 
received from iv. Mehaffy this sorning, ana that brings 
up the question of what still remaius to be done with 
respect to the refining of crude oil in the Calgary area, 
with or without casinghead; first, I would like to file 
this docuaent, because this is what iir. luahaffy is filing 
in compliauce with the RHaGan ene he gave, the statement 


he nade that he would file some information about the 


amount of casinghead which his client uses, so this has 


oa Wh fae 
= ou, af od 


ary coe oe Pry ahs a 
“ho “cock Gi itedgaioone sant to et omta g ei 


Je Lif-g figs Fp. am free ate ET Cay solr aa, aN 


PALS? Haake: Ht = achat tok ERO »: iesomtd 

“ tice A LAO eT O,, fe #000, ! | 
“t Pep agen: + Re Ot ane ee PSOne 206 AAD ad. Y am) at fe . 
eee ree te wise Ne o> esstihs aad ty wortal, uOW oved ft ae 
SE ee seen ee Lad t. it Swe. poder 
jon MEP aE ae. eaten sonateleas ged ayciw 
a : ah SEM regal. ence hreoctd BBBLBO. Tat, 4 
om Oa aii am a er ee ie fae RO- ue, Ghd tgs 
“nif bod dal ad eon 200 Siac aah ae 


s Sit ; a oT Sion te of: peas ae Feds. “i es NAOT, poe , 
oy chee ot Be PRS. aden pratt, 28%, aa ft 


Pos te ig “0 of hie 2th 77) bo efins Poe: “% 
; BS B2eg sg URGE eh ee E OL 


Pawel ts : te 


ca 
= 
nee 
i> 
rey 
4 
a 
- 


re . * 2 7 
19 @ ksi ; 
“tiw e@ak dg at weranee FE bgt lw 4g page 
Ws ¥ ’ 


G45 G80 hpEo: ag! yee te * 4 
lade le dt gon eee a ae os a 
SLT At “Bee Malay te: 458 Lhian ‘ peer ff ae 


WES Es: See Ako alle 
“ if) ae ae OTE Ky P ad Tae ya 
x Be Shi Tele Gi) orae mH teen d teh mt ts a” 


a Bg 


i “sit i? ‘ap tind? Heol sis» 7 ue Met CHET. ent. bg 
, galt anky ede Stakes | wigedt « ene sae 


a 7 
7 7 a 4 sit ay f aed a 7 a i 
ie? : sf ‘ue ; - ier > et ho 


ie 


is 


- 


~ 15,654 = 


been dcne by a letter written by the Company tu iir. 
IMahatfy dated the 6th of November, which i will file, 
and which ir. siahaffy has sent to me - 
THI: CHATIniAN: FO Xile for Him? 
Mie FRA WLUY: TO Wile tor ims 
LutTiR PVRODUGHD FROW GAS & 
OLL PRODUCT SPO Lik. NAHAFFY 


DATED IOVLiIBER 6th, 1939, 
i: ARKED »XHIBIT 718". 


Mis HRawLiy: And that reads:- 

" GAS « OLL PFODUGTS LIMITED 

" GAlgary, AlvLerta. 
is November 6, 1939. 


"ir. eo © Q e wahatffy, Xo C + 5 

"806 Lancaster Building, 

"Calgary, Alberta. 

"Dear Sir; 

sd fhe fcllowing is the infcrmation in connection 
"with our operations at Turner Valley as requested by 


"your 


"Crude charged to Stills 8,021,490 gala. 
"January 1/39 to Sept. 30°/89 


"Natural Gasoline xecoveries, 


"January 1/39 to Sept. 30/29 1,358,199 * 
"Natural Gasoline used to manufacture 3 
"Pinished products 2A 

" The figure of 24% as shown covers natural gasoline 


“used in the namufacture of our Purity and fuels used 
"for vari purposes, and we would Like to point out that 
"with our eracking plant in operation, a very consiaerable 


"amount mnre natural gasoline will be useda 


. Trusting this is the information you desire, we are 
" Yours very truly, 

e GAS & OLL PRODUCTS LIMITED, 

Y We se JCne s, 


a Production iianager . " 
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MR. FRAWLEY: That really hes to be read 
supplemer.tary to Mr. Boyd's evidence of some days ago. 

THE CHATKWAN: Did they bring back that 

book whichwas taken away, of ur, Boyd's, for the purpose 
cf referring us to particular paves. 

MR. FRAWLEY: Yes, I remember, jir. Chairman. 


It hes not passed through my hands. 


THE CHAIIDIA N: You will see that that is 
done. 
MR. FRAWLEY: Yes, I will, My. Chairman. 


I might porhaps make a statement now in connection 
with that whole matter of casinghead. 

Some days ago, on the 1géth instant, as a result of 
a conference with Counsel concerned, counsel for Gas & 
Oil Products, and iir. Nolan and ir. Harvie, myself and 
Mr- Cottle, it was decided that Dr, Browrm would be asked 
fered Opinion as tc that, just a minute, and I will file 
something else now. I now desire to file a copy of 4 
letter written by Dr. Browm to Helnan & liahaffy, on the 
4th of November, 1939, as well as a covering letter from 
Dr. Brown to myself. I think both should be filed because 


the two letters together make it a iittle more clear. 


LiTTiz DR. BROWN TC MR. FRAWLEY 
NOVuihiBin 4th, 19589, WITH COPY 
LeTTikt TO HHIMAN & MAHAFFY 
ATTACHED PRODUCED AND L: ARKED 
EXH SST Vy 
WR. FRAWLEY: Now that is a letter from 
Dre Browiu to myself, dated at Ann Arbor, iMichigam, the 


4th of November, 1939. This letter reads: 


“Dear iire Frawley: 


f nave woget wen the following day letter under 


isn” 


e 


ee 480,45 


| ho sone B Lee aE Ba Sa eee praetor’ 
sp inte 7 st Lele Lime. ae iis Birt te 
| To! 


cont us. Re Bedeayr” Son eae 
oo ad ma a At : & ite e | 
ean 4 on 
5 ‘i i 2 ny ‘ a a 
ga = owee aqedtog leet 
ent y AO. ter? Be sik CORY taney 
; Lares . SP cance yf vi 4 . b sie ES 
7 el ee Re 2 a (SL eee Bos ons oua 2 hs 
riven e LamMe aon yocarsetl 
herent «Se EAS. 4 hk seat, TL bie Sado BOE 
isi lies Mi dy Rh a AE AS : pe 


eae 


7 
Wy 


Cine, iin if» Be aii my: enw the ‘(ERE | 


ea tat aw as ino berg. 
vob: Woe awe: naa Se eta 
: s } yt anor te ie navi os 


as Sse ols 


: 
ey aig. af aay . i) VAN tp : ae 


= . t 
Fes she te 
: . fal 
oe . 
ca ee b 
Saye ge “LES oe ey 
- r Any Ret 9, Par 
: - & 
Ay 
I P. : 
: < 3 Raaak 
cer Sahat ae ’ 
* ra 
oe ad te Lae 
= —— 
. 
é ee eee 


pie. 5 “Sere Bley A sotah-, Llemm a¢ umard 
ee ae | re i - ' > Os 


oi <?  4,@S0l . weodmevon 70 
roe ee 


~ 15,656 = 


"date of Novenber Sra, 
"WE ACT AS SOLICITORS FOR GaS AND OLL PRODUUTS 
"WHO OPERKAT? A REFINERY AT TURNUK VALLWY AND WE 
"HAV: CONTENDED RuFORE TCGILLIVRAY COMiISSION 
“THAT IN VIEW OF CLIMATIC CONDITIONS LN THIS 
"COUNTRY NATURAL GASOLINE IS R#QUIKED FOR 
"BLENDING PURPOSES STOP WE DID NOT BXAMINE YOU 
"IN CONNHCTION WITH THIS POLN? AT HBARING STCP 
"WOULD APFRUCIAT ii WIRk COLLECT INDICATING 
"WHaTHER Uk NOT YOU AGRsi WITH OUR CONTINT ION 


a (Signed) HELLAN AND iAHAPFY" 
"to which I have wired an answer as follows:- 


WRET EL NATURAL GASCLINE DESIRABLE FOR BLENDING 
"WHEN ECONOMICALLY AVALLABLi BUT NOT NECESSARY 


"TO A MODERW ReFINERY IN TURN un VAL LEY" 


. I thought you should be informed of this corres- 
“pondenve as I do not know to what purpose they may 


"with to put my answer o 


" Sincerely yours, 
" Geos G:. Br dwie. " 


ara the letter to Helman and Mahaffy from Dr- Brow is 
dated the same date, November 4th, and it reads as 
fcllows:=> 

"Hellman and Mahaffy, 

“Calgary, Alberta, Canada- 


thentle men 


g In reply to yuur day letter of November ord 


Minguiriug as to the necessity cf using mtural gasvuline 
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“for blending purposes in the refining of Turner 

"Valley orude, I have wired you collect as requested 

"as follows: 

LY "RAP LL NATURAL GASOLINE DESIRABLE FOr BLENDING 
"VEEN CONOMICALLY AVALLABLE BUT NOT NECESSARY 


"TO A MODERN REFINERY IN TURN wk VALLEY" 


in Natural gasoline is an economic and profitable 
"yaw material to be used in the refining and production 
"of motor fuel under the conditions which I assume to 
"exist in the celculations made for the NceGillivray 
"“Vommission and on which my testimony was based. 
: If the price of natural gasoline is too high, 
"or if the material is not available, a modern refinery 
“is able to produce a satisfactory product without 
"requiring any natural gasoline for blending. 
"In other wrds, it is simply an economic question 
"whether natural gasoline is to be used or not. 
y I hope the Wire Was clear tc you, and if not 
“that this letter may make my position clear. 
Very truly yours n 

Now two matters arose out of that, one, what did Dr. 
Brown Megan precisely when he said "sstisfsetory"” in view of 
this very definite evidence which tur. Boyd gave, that 
while he could make a gasoline without casinghead, he 
could n& make a competing gasoline as against other 
gasolines manufactured in Alberta. Now that was one 
matter, acd the other matter was whether or not it would 
be advisable for the Commission to have some e vidence 
ap to what the Iuperial operation would be if the Imperial 
had no casinghead; with those two thoughts in mind we 


wired Dr. Brown, I wired him on theldth of November. 
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“HOW MUCH TIME AND EXPENSi INVOLVeD OBTAINING 
"FROM YOU wSTIMATE OF INCREASED COST AND DECREASED 
"SPREAD INVOLVED OPHRATING IMPARIAL Nia PLANT 
"WITHOUL CASINGHEAD COMPARLD WITH sSTTJATE PAGE 


"SIXTERN YOUR WEMORANDUE PLadASH WERi REPLY : 


That is his memorandum Number 711. He replied 


the same day: 


"RiTkL KLIMINATING THE FIVE PERCENT CASINGHEAD FRO: 
WHSTIMATID OPukaATIONS PAG SIXTELN KiDUCHS PLANT 
"CAPACITY ABOUT FOUR AND ON HALF PuakCHNT AND 

"NET RETURN ABOUT ONY PakCuNT WHuN SUPPLYING THE 

WS AUG si AbKuT§ X 


7 GEO G BROWN 


Then I wrote this letter, whichws written as my letter 
€ictated really by Mr. Gottie, dated November L3th:~ 

“Dear Dr. Brown: 

” I telegraphed you today as follows:- 
"How much time and expense involved obtaining 
"from you estimate of increased cost am 
"decreased spread involved operating imperial 
"new plant without casinghead cumpared with 
"estimate page sixteen your memorandum please 
"wire reply". 

"to which I received the following reply: 
YRetel elimins ting the five percent casinghead 
"from custimated operations page sixteen reduces 
"plant gapacity about four and one half pereent 
Nand net return about one percent when supplying 


“the pame markete."” 
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" Since your return to Ann Arbor evidence was 
"introduced by Gas and Oil Products Limited through 
"its refinery superintement, ire Le A+ Boy, to the 
“effect that it will be impossible to manufacture 
“from Turner Valley crude a product comparable to 
"Sky Chief gasoline without the use of substantial 
"quantities of casinghead. Henee the communicatinns 
‘with you which resulted in your telegram and letter 
"expressing your opinicn that "a modern refinery is 
"able to produce a satisfactory product without 
‘requiring any natural gasoline for blending.? 

7 First I wish you would define your use of the 
"word "satisfactory". If you mean a motor fuel could 
“be made which will operate satisfactorily ina moteur 
"sar that is one thing but if you mean that a product 
“of quelity and volatility equivalent to Sky Chief 
"could be made without casinghead that is quite 
"another. I think therefore that you should elaborate 
"somewhat on the use of the werd "satisfactory ", 

i You have also stated in your letter to Lessrs. 
"Helman and MWahaffy of the 4th instant that "it is 
"simply an economic question wicther natural gasoline 
"48 to be used or note" what I now require is scme 
“information fron vou to indicate the economic effect 
“of dispensing with the use of casinghead in a modern 
"refinery. To this end you have advised me that 
"eliminating the 5% nasinghead from your estimate 
“of the operation of. Imperialts new plant at 5500 
"Yarrels rer day would reduce theplant capacity 
Nabcut 4$% and the net return about 1% supplying 
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"the same markets. In addition to this informe tion 
"T should like to have from you some details showing 
“how you came to this coaclusion. 

ig Dispensing with the use of casinghead would, of 
“eourse, require a different operation which would 
"result in different yields thus effecting the spread 
"of $0.9926 per barrel shown on page 16 of your 
"memorandum. Please prepare for me a .caloulation 
"similar tc thet shown on page 15 of your memorandum 
"sonputing the spread on the same operation without 
"the use of casinghead. I should alsd like to leve 
Na statement computing the difference in the operating 
“eosts of »0-539 shown on page 16 of your menorendunm. 
és I presurie that the gross profit of %0.4536 would 
"be altered by dispensing with the use of casinghea qd 
Wand the extent of the difference in gross profit 
"gould be said to represent the adcitional coat of 
"the operation. 

: If it does not involve too much caloulation 
“would you please send me a computation which would 
"indicate to what price casinghead would have to go 
"before Imperial would find it more profitable to 
"“dispemse with the use of ict. 

i Yhe Chairman this morning directed that thia 
"should be regarded as a ldter written by me on 
"behalf of myself and all counsel concerned in the 
Ninguiry and I wish therefore that you woulda make 
Hseveral copies of your reply and send one each 
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" LG a Ge reCGlos key, 

1” Imperial Oll Limited, 

n 56 Church Street, 

: TOkONTO, Ontario. 

" dus i. Woolley 

3 britieh American Oil Company Limited, 
. Royal Bank Building, 

a TORONTO, Ontario 

i Gas and Lil Products Limited, 
i Lancaster Building, 

’ Calgary, Alberta. 

gi Lion Oil Refining Company 


CALGARY, Alberta. 


4 The Commission is concluding its public sittings 
"Tomorrow but it will be arranged that your statement 
"ean be filed as and when received. The Chairman 
"intimatec that upen receipt of your letter the 
"Companies might desire to pursue the matter further 
"with you by correspondence ultimately concluding 
"She matter by a final statement from you, all of 
‘which would be filed as an exhibit. 


Yours truly " 


then we received this letter from Dr. Brown yesterday, 

Which was a confirmation and more of his wre, dated 
November 13th, this is dated Ann Arbor, Nichigan, dir ilail. 
" I received your day letter this afternoon and 

“wires you as follows:~ 
"RETEL HLIGIINATING THE FIV, PakRCENT CASINGHLAD 
VERO ESTIMATED OPERATIONS PAGi: SIXTEEN REDUCES 
TPLANT CAPACITY ABOUT FOUR AND ONE HALF PERCENT 
"AND A Nk RaTURN ABOUT ONw PRCENT WHEN SUPPLYING 
TTHE SAMY LARMETS" 


bs This estimate could be made without difficulty 
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"by subtracting the profit on the handling of natural 
"gasoline as shown on page 15 of my report. This is 

"one of the reasons why I handled the natural gasoline 

"a8 a Beparate item and did not include it in the 
“refinery operation. The profit due to the use of natural 
"gasoline as shown on page 15 is given as 40.0205 per barrel 
“of crude. 

" In order to replace this natural gasoline by similar 
"products made from crude oi1, it will be necessary to do 
*a little further extended cracking, and it is estimated 
"that these additional costs would reduce the return by an 
“amount equal to @ pproximately 0.022 per barrel of orude 
Yorocessed. 

ie Subtracting this amount from the spread indicated on 
“page 16 of $0.4536, we have $0.4316 as the spread Cbtained 
"Os gross profit when cperating without natural gasoline. 
B laking allowance for income tax, this means a net 
"profit per barrel of about 0.34605. 

mn But in order to produce the same products; it will 
"he necessary to increase the quantity cfcrude run by 
"about 4-1/2 eShe ceuith so that the net profit per year 
“will be $0.3365 x 5500 x 1.045 x 365. On my little 
"slide rule this indicates about $704,000 representing 

"a decrease in the net profit of approximately 1 percent. 
, This weuld therefore decrease the perecnt return on 
"invested capital ty about 1 percent of 15 percent or 
"approximately 0.415%. 

uy I hope this gives you the information desired. 

"There will be no charge for this work as it took me 


"only a few minutes.*t 


and then there was a reference to sending him a cheque, 


yi : 
aaa Roaanrany) alt pagent ete! ' 
Las iect $0 witloned we ‘aot 
i's : ECEY AL pe Ay cal ta TG, ae ‘ ; 
e ei alter i ve gE, aa gs 
ange aes: i Rye riies ncn YeS oh ao 
aud loasy ‘Tarodan arid: Detbase a 
: a ENE Leet Viale 
edt a tt sho toot eee ‘bib B 
i rare Srey ne iS Sites Sos oF iets ity fs ine nb ty gay, is 
Let ta ‘te ae. adi ot wb titer) ait 
pre "aK ‘a0ae. Ou ae tor ha Ae a o aig ‘ah 
eve ak rents fie vakaains) OS Hea eis 
el tate wa Aceh es tae ny 
Se Ole eoiteh acl! NEAL 1. SOURS ae ies iia en 
* bo) Se TP es ob be + 
ne ved Y asa Benp tt 30 2 wy Pe 4 
pat Geeta net ONS oe op ak ESS es a eoceiec ae Kae | 
Br sent fede sh: AAW tlre” i Bs 
COMET asthe TY oad ey fe ogee ee as ‘ se See UN, eae 
i into oh aos Bee “pLbomre s de'a0 D 
peter Ri bores pel coe: Seed ie “ 
ebdine to fontad sda GSO ’ 
eT SUS Bias (Vee NR Jd ete aro re: 
) HatOoi Pal Pseown ac aor. ite i Fen OL 
Ear S Lr Fl) eee iad ave? A = Aire iain AS 
* . 4 = ¥ , 
tal} Dae 4 dr SETS bee a ea 3. f Ghd i: ov ae we 
PAE ore Rent iy 9 Gat a! a Ta ae: 
ALOR RS at PYEB: iy DAD Lge 
Geer aM Wiiyint sy ew % Wee aie eh ee 
dat 8 Aye fl Sect Ht ott nile goat Ne: GE 
, fs 
4 By yen ‘yw ake ate bys tole Lae 
vinssa yar agli Ree eo 4 es Sra aa 
tihiw af) pe aig 3 sont te ee aay 
cise)? SRRE ae mat one Mea : : . 
Vd, Ar ae Ada 
qe A eis Dh ty tes 
Shy. ee Na Gh) ety ei vg rs “i. i Ps 
shad a eg ee ns 4 % a Fan | 
v2 rates pales! oe i ey oar b ii a ; 
seg game's HK acaas ey rer Ase 
perce oem ie De te ON VE TED apy ne er 
Sdhpoasa £ 1b sdelaenes Han to's shat by 
week te ole gine tig aT, SS] Ais ae a Dt ; 
TO = ee ery, at ge he ay Sa RORD OD - 
a pena § ca RT a 
nyt meee «it SF fifan wey oe: 
Pi tei ites Ge ae aves oe | 
adres tse Fk oa eee Tae 
pain Pine ay : f ae a 2 Bon ee + 
ai Ag og ee “ai Fey ‘alae "0 


BP iuteis le os SEE lis uit $bi-6el od sena 
a 3068 doo ew bit hd Pies: ES it SE 


~ 15,663 = 


ani then. he 30ncludes: 
m with best wishes te nies SU Oa Mank Chene end your 
"other associates. | 
| Sincerely yours, 


George G@. Brown. " 


Now when that letter was received, Mr. Cottle thought 
"hey he devected an error in it or sane possibility of an 
PrrOr, 60 I think that it is new Mr. Cottle's intention to 
send a further telegram to Dr. Brown and bring the matter 
up to date in thatway. The arrangement as indicated in 
that letter still stands, that Dr- Brown's answer to our 
letter of a day or so ago can atill be received, copies 
will be sent *o the pcople concerned and there will be 
such answer and reply to it and such further discussions 
and in the end there will be filed as one exhibit all of 
this sgorrespondence. That is mv inderstanding and I would 
like the consent of counsel to having that done without 
requiring the Commission to remain open for that purpose, 
lune NOLAN: I agree, Sir, and I think 
anumber could be made available now for that correspondence. 
THE CHATRMAN : Yes, tt will be exhibit "720". 
CORRESPOND“NC WITH Dk» BROWN 
TO Bu PRODUCUD AND mARLiD 
PBIB APO. 
THE CHATRMAN: Theat will be a number kent 
Open fer it, and you will give it that numbes when and as 
received. he letter you have just read will be, in order 
that the file will he complete you will attach these, 4.: 
MR. FRALEY: They will ultimately be made 
part of the exhibit. 
THE CHAIRMAN: Yes, anything else outstanding? 
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MRS PRAW LLY: Yes, there is, Mr. Chairman. 
If the Commission will excuse me for a moment, I have a 
doeument in my offiee which I wish to get. 
THE CHAIRMAN: | TO save you another trip, 
waB there not sumething about Dr. Camsel 1? 
Whe FRAWLLY: L have not gut the letter 
I wrote to Dr. Camsell, but I reminded him some time ago 
that he was kind enough to say teat 1f his report would 
be ready Lefore we closed, and perhaps whether it would 
or not, he might send it along to make the evidence 
complete and I have this letter from him this morning. 
Year Mr. Frawley: 
i: iiy report on the pipeline from Calgary to 
"Fort William is practically %scmplste but I have 
"heen awalt ing a supplementary repurt from Dr. 
"Granger Brown on the treatment and markets for 
"alberta oil in Cnteric. This was supposed to be 
"in my hands a month ago but has not yet arrived. 
"T am informed, however, by telegram that the 
"report will be in my hands in the course of a 
“few days. 
, On receipt of this I will have it examined 
"to see whether or not Dr, Brows’s observations 
"will have any bearing upon my conclusions. As 
"soon as that is done the report ought to be 
"finished. I shall be glad to send you that 
"porticn of it dealing wth transportation costs 
"as soon as I have it available> 
Yours very tzuly, 
Gharles Camsell. 


Depxrty ifinister. " 


P - LB st at 


Norge bag 
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wC I would like to have a number reserved for Dr. 
Cansell's report to be filed without any comment if and 
when received. 
THit CHATIGIAN ; we WILE WoL ain hasty nee 
as the number for that report when it arrives. 
REPORT BEING PRiPAKLD BY Dk. 
CAWSELL, DEPUTY mINISTER OF 
MIN&S AND RESOURCES, 
OTTAWA, to BE FIL“D AS 
PCr ay Uae 
lik. FRAWLEY; You muntioned, tir. Chairman, 
Bcmething about a report which was still outstanding 
or an investigation perhaps it was, being conducted by ivr. 
Russell who was here as a witness some time ago. I may 
Say I have nothing to offer in connection with that and 
that thm just leaves, so far as I am aware, leaves the 
Nova Scotia situation which I woulda like to deal with 
nows 
I now want to file a telegram which Mr- Nolan 
supplied me with, from Imperial Oil Limited, dated 
the 2nd of November, 1929, from Toronto, and which 
deals with the ova Scotia prices since January lst, 
1967 ,"anevl think btawould! be vuseful) if there were 
attached to that a doowment which I have prepared, 
which simply takes the material out of it and sets 
{t out in figures and as to dates. It makes it much 


more easily read. 


THE CHA TRAN: he vther is a telegram 
from? 
MR. FRAWLHY: From H- Ha Hewetson, 


Imperial Oil Limited, to wir. Nolan. 


THE CHA TrmaNs: and the other, the second 
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document, is your work? 
MR. PRAWGLBY : 8s justi ay work. 
THES CHA TEAAN; 4@ will make it the immed~ 


lately following exhibit. I do not think they should te 


made one, 
Mae FRAWLEY: NERY Atlas 
TH: CHATEHETAN ; Lf there ere tw authors. 


The telegram will be Exhibit "722". 
TeEbLoGRaAM DATED NOVELIBER 
EEO dco et heen iarOn 
POs S102 AN PRODUC AD 
BD Pee AD Ben oe 
whe FRAWGY: end my statement will 
be Exhibit "725". 
STATiWGNT PRODUCED BY MR. 
FRAWLEY AND PRUPARUD BY HIM 
HERI tAikhiD AS EXHIBIT "7256". 
lik. FRAWLEY: Ti well.now use Exhibit "7726" 
because that is mucl. more easily understood. Now Exhibit 
"720" shows the prices. I will really read the telegram 
first. 
"Following re vresent posted tank wagon prices on 
"Three Star since January earat L937; January lat 
U1 9O 6, Tiree! potas heat iax, areca, £C cents, pidney 
"area 17 cents, balance Nova Scotia 173 cents. 
"February lst, 1937, prices advanced one-half cent 
"ner gallicn. February 5th, 1937, prices reduced one- 
"helf cent per gallon. March 15th, 1928, price 
"reduced in Halifax and Sydney area one and one~ 
"half cents per gallon, ralance of Nova Scotia 


"2 gents per gallon.” 


Then I come in making the Halifax arca 14% cents, the 


Sydney area 15% eents, and the balance of Nova scot ta 
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15g cents. Then the telegram goes oni+ 


"Ootcber 15th, 1938, price reduced 1 cent per 
“gallon, making the Halifax area 154 cents, the 
"sydney area 14% cents and the balance of Nova 


"Scotia 145 sents. 


"oeptember 28th, 1939, price advanced one~half 
"cent per gallon, making Halifax area 14 cents; 
"the Sydney avea 15 cents and the valance of Nova 
"Scotia 15 sents. 
"October coth, 19439, peice advanced one=half cent 
‘pen gation. ™ 

making the Halifax area 14% cents, the Sydney area 15$ 


cents and the balanceof Nova Scotia 15% cents. 


"EEAC, from January lst, 1937, to March 14th, 
"1938, 2 cents per gallon over Three Star entire 
MErovingee - i\From Warech Loth. L926. to June l4th, 
"1968, 2 cents over Three Star. From June. loth, 
41938, to date, 2 cents over Three Star. H. H. 


"Hewetson, Imperial Oil Limited.” 


Then on the9th of November, 1939, I wrote this 
letter to iir- Nolan, and this had better be marked 
separately, Mr. Chairman: 

TH: GHALRMAN: Yos, 1 think (so. 
LETTiR FROM Me FRAWLEY 
TO im. NOLAN DATLD NOVinBan 


9th, 1989, PHODUCLD AND 
MARKED EXHIBIT "724". 


-~ 15,668 = 


vourt House, Calgary, 
November 9th, 1929. 


"Dear sire Nolan: Re; Royal Commission on Gasoline 
u Confiriing my conversation with you today it would 


"be apereciaved Vit you would obtain from your elient a 
"statement setting forth all of the relevant facts 
"respecting the present price of d-Star gasoline in Nova 
"Scectia and its history over the past two or three years. 
a Would you be good enough to ask your client to 
"prepare its statement generally alon: the lines of the 
"following quest ions: 

"(1) Was the Halifax price formerly, i.e., at the 

"Gime of the Tariff Board Inquiry in 1935 and subsequent 
"thereto, established on the basis cf Group Three plus 
"Gank car freight? 

"(2) Has the said basis bean abandoned and if so upon 


twhat date and under what circumstances and for what 


"(3) If the Group Three basis has been abandoned uper 
“what Lasis is the present price established and when 
"was it so establisheg and under what circunstances and 
"fer what reasons? 

(4) nye there ever any agreement or arrangement between 
"your olient and the Government of the Province of Nova 
"Scotia or any minister th. reof or the Public Utilities 
"Board for Nova Scotia whereby either the former price 
"basis was abandoned or the new price basis set up? 

"(5) What is the present landed cost at Halifax in tank 
‘gars of Group Three gasoline compareble to é- tar? 

"(6) What is the present landed cost at Halifax by boat 


Yof Gulf Coast export gasoline comparable to S-Star? 


— 
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(7) What crude is your client using at Halifax 
"sefinery and what is the lamed coat therecf per 
"“harrel at Halifax? 

"(8) PLease furnish the Commission Accountant 
‘with a copy of the Nova Scotia Number 9 statement 
"for 1936. 

"(9. Please explain the advance from 16 to 16.5 on 
"lsat February 1937, and the reduction to 16 on 
"Oth February, L9S%. 


PAG SMe rg BME ge 


Jo de FRAWLEY 
Commission Counsel. " 
On Nevember 14th I received a copy of a telegram 
which Mir- Nolan had received frem Mr. LeSueur, which 
IL will now offer. 


COPY TRKIEGRAM TOKONTO, 
NOVEMBER 14th, 1939, 


FRO st. LESUKUK TO MR. 
NOLAN, K-C., PRODUCED AND 
MARKED BXHIBIT "725", 
“a anawerirg questions your night letter’ 
and we have not got Mire Nolan's night letter, but I 
presume we can take it that he followed thene questions 
with the same numbers as my letter had. 
x answering questions your night letter November 
"LOth ai. nos Fermerly price based on Pennsylvania 
Mus influence of Gulf asserted iteelf as busiress 
Torew aie. enor tankage developed. (2) Answered ty 
(1), (3), (4) amd (9} Gulf principal factor. Increase 
"of one half cent made February 1st, 1967 unfavourably 


Nyroneived and therefore Compa y Wthdrew advance cn 


"Pebruary Sthe Mr. woNeil cur Vicepresident shortly 
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"thereafter had conference with iiinister of 
"Highways showing soundness Nova Scotia prices 
"at that time in relationship to Gulf Coaat 
"markets this condition still prevails subject 
"to Nova Scotia prices not being out of line 
"with other wastern Canade markets also open 

"Go Gulf influence and above is necessary from 
"our standpoint for competitive reasons. (5) 
approximately 19-084 cents based on published 
"quotations. (6) Approximately 11.62 cents 
"based om published quotations and subject 
Navailability tankers and variations frei ght 
“and war risk insurance. (7) Colombian $1.6188 
"Hastern Venezuelan 41.0544 Last Texas (1.8095 
"high cold test Peruvian .1.8496, Lake Venezuelan 
Wo1.2677, Temblador ¢1.4109. These are average 
"costs for 1948 (8) Agreeable furnish Number 9 
"statement Province of Nova Scotia, 1988, for 
"Commission Accountant but feel that as Nova 
"Scotia operations have no bearing on Alberta 
"operations, and no similar analyses being furnisl 
"by competitors, this should be confidential for 
“Commission, and not be made part of the recard 
"of Alberta proceedings. Believe Commission 
“and Counsel will readily understand fairness 
“of our request. Mailing you Nova Scotia Number 
"9 for transmission for hir.Cottle on above 
Punderstanding. Please note iir. Halvorsen 
"misreportead on Page Fifteen Three Nought 
"Seven, Volume One Thirty seven of hecord, 
"where words Group Three should read Gulf. 
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Mae FRAWLEY s Now the next Exhibit..+... 
THe CGHATRAAN With reference to that 
Last Exhibit, kxhibit "725", it is only right to 
say, we think, that we of course will not accept 
documents for perusal on those conditions. 
ie FRAWLEY: Noe 
THit CHAIR iaAN s. We have ruled before and 
the ruling stmds that any document which we receive 
and act upon in any wey must be available flr everybody 
to read. | 
hilc’e FRAWLEY: XYese Fhen the next is a 
telegram from tip. Nolan to Mir. LeSueur dated the 14th 
of November, 1939, replying, acknowledging sxhibit 
wleo and asking certain further questions. 
COPY TiLEGRAM DATED NO VELiBER 
14th,-1959, from Mre Nolan, K.-C. 
to tip. Lesueur, K.C., produced 
and marked Exhibit "726". 
Mh. FRAWLIYs ; This is a copy of a telegram 


from Mr. Nolan to Mr. Lefueur dated November 14th. 


Telegram received? 

veferring to Exhibit "725%, 

' Telegram received Co..mission adjourned to 

"Thursday morning, 10 o'clock. Frawley requests 

"additional informa tions 

"1. When did influence of Gulf assert itself. 

"oe. What was the.lanéed cost Halifax in tank 
cars of Pempylvania gasoline comparable to 
Thece star at time influence of Gulf asserted 
itself. 

"3. What was the landed cost at Halifax tank cars 
of Gulf Gasoline comparable tc Three Star 


at time Gulf asserted itself. 
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"4. What is the present landed cost at Halifax 
"tank ears of Pennsylvania gasoline comparable 
"to Three Stare 
He. G. NOLAN " 
MR « FRAWLEY: The next is Mr. LeSueur'ts 
renly dated Torontc, the 15th off Novemder. 
COPY TELEGRAN , TORONTO , 
NOVEMBEK LOTH , 1939, FROM 
Mike LauSUKUR, KeO-., TO MR. 
NCLAN, K.-C., PRODUCiLD AND 
MARKED EXHIBIT "727". 

* Re telegram Novenber Fourteenth One 
“Nineteen Thirty. Two. Seventeen decimal 
"sixty five cents. Three Cargoes fourteen 
"decimal ten tank car twenty three decimal 
"seventy one. Four Fifteen decimal twelve 
"prices in twce and three ae at by using 
"nineteen thirty average published tiarkets 

Vand cargn nr rail rates. Four based on 


“present published market anc rail rates." 


I want to put in a statement prepared by the Imperial 
some time ago called a "Comparison of Changes in 
Raw Material Costs and Tank Wagon Prices". This, I 
may say, was prepared in answer to a request of mine 
that the Imperial should show the changes in prices, 
in tank wagon prices as compared to the chamges in 
the prices of crude at Turner Valley with the reasons 
for such change. 

When I was furnished with the statement which I 
am now offering it was explained tc me that itwas 
impossible to make any intd ligent comment with 


respect to the changes except to say that competition 
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required themto do ss, with the exception of one 
reduction which was made because the Texas Company 
established a lower price following upon a chamge in 
the duty from 2% cents tu 1 cent in May of 1936. 
At that time the Texas Cnmpay was the first to 
establish the reduced price toreflect the lower 
duty. The Imperial followed that price in about a 
week's time. I was informed by Mr. Halvorsen and 
Mr. LeSueur that otherwise the Compaiy would simply 
have to say that competition made the changes, so 
there is the statement now in any event. It does 
indicate the date upon which the change was made. 
DOCUMINT PRODUCHD Hittin if ARTD 
AS EXAUBI: V7e2ars 
MR. FRAWLEY: And that is all, Mr. Chairman 
and thett concludes all the evidence which is to be 
uffered with the understanding <f the two or three 
#hings which are to be filed after the closing of 
this Commission. 
THE CHATRMAN: anything more, gentlemen? 
MRe WOLAN: There is one thing which I 
hag to do and wrich I have not done. There were 
three mistakes in the transcript which Mr. Haivorsen 
called my attention to, and he thought there had been 
an error in transeription. You will remember that 
he also went through his evidence before and brought 
certain irregularities to our attention, and at that 
time you suggested that I should speak to the Court 
keporter with the Commission Counsel, and if it was 


agreed that the change should he Made the Court 
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Heporter could make it. With your permission I will 


do that again in respect of tuese three quite minor 


error se 
THE CHATRAN: Mr. Harvie? 

Mite HARVIE: Nothing. 

THI CHATRIMAN: jell, gentlemen, it is not 


necessary to say that we are deeply indebted to you 

for the great service you have been to us in connection 
with the introduction of evidence, and we have very 
great confidence that your help will be invaluable to 
ug in the Argument wiich you are about to present. 

we will now adjourn until the date fixed for its 


presentation, namely the «th of December next. 


(fhe Inquiry was here aflijourned to be resumed at 10.30 


A.ki., December 4th, 1939). 
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IN THE MATTER OF THE PUBLIC 
INQUIRIES ACT 


—and— 


IN THE MATTER OF a Comision: dated the 
12th day of October, A.D. 1938, to inquire 
into matters connected with Petroleum 
and Petroleum Products 


Commissioners: 
The Honourable MR. JUSTICE McGILLIVRAY 


(Chairman) 


—and— 


L. R. LIPSETT, ESQ. 


Session: 


| CALGARY, Alberta ____DECEMBER 4th, 1959 
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10,30 A. M. Session 
4th December, 193% 


PRESENT: 
dates PRAWEEY, Rs Cs 
Pee oy HOGAN, Ke, Op 
GBRIC HAHTIE, K. C. 
Cie he MACLEOD Ke O% 
DONALD G, MACKENZIE, K. C. 
Peeve Mena YY, eC. 
THE CH AIRMAN: All right, Mr. Frewley. 
MR. FRAWLEY: Mr. Cheirmen. we are ready to 


begin summing up this morning. Jl have arrenged with other 
Counsel thet they should precede me and as to who should 
start among the other Counsel thet is a matter cf indiffer- 
enee to me but it does seem to me, and I suggest, that 

Mr. Nolan should commence as he represents the Company 

most extensively interested in the Industry and if there 


be no objection from anyone I would suggest thet Mr. Nolan 


begin. 
THE CHAT RMAN: Are you ready, Mr. Nolan? 
MR. NCLAN: Yes, .1 6m, Mr. Cnaboman enca7 


em quite willing to do whatever is desired. 


THE CHAIRMAN: Has Counsel anything else tc 
suggest. 
MR. MACLEOD: My Lord, Mr. George Ws Ray, Jr., 


of the Legel Department of the Texas Corporation will appear 
for his Company and wishes to be heard. He expected to be 
here today but was held up but will be here tomorrow and he 
would like to have e chance of saying whet he has to say 


towards the end of the week. 
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He Gs Nolan, K.-C. 


THE CHAT RMAN : Well we cennot make any 


special arrangsments for Mr. Ray. 


MR. MACLIOD: Loses) the ditficpity., i. Lord. 
THE CHALIHMAN: I do not know how long other 
Counsel will take. 

MR. MACL OL: I wonder how long Mr. Nolan is 
going to teke? 

MR. NOLAN: Lam sorry: 1 eannot sayy Nae. 


Cheirman, it is a very big subject and I do not like to 
Payne Wilh beidiust (sos Lone. oem wooing to tysendwidGmy, 

best to cover the ground quickly. 

TH CHAIRMAN: well we alweys ao and Counsel 

always do try to oblige anyone from outside but we cannot 

at this time ennounce any special dey for Mr. Ray. 

MR. MACLA0D: I suppose if Mr, Ray arrives 

tomorrow he cen count on following Mr, Nolen? 

MR. HAFVI i: So far as I am s0ncerned 1 am 


Willing to fit in my argument at any time to suit Mr. hay. 


THE CH/IRMAN: Mr. Frewley? 

MR. FRAWLGY: It is quite agreeable with me. 
THE CHAIRMAN: Mr. Mehaffy? 

MR. MAHA FRY: Yee, My Lords. i%. mekes no 


dif ference to me, 
THE CHALRMAN : All right then, yes, I would say 
that Mr. Ray cen follow Mr. Nolan but we will not ask Mr, Nolan 


to hurry. 


MR. MA CLioD Oh 9 noe 
THR CHéITRMAN: ALI. right, Me. Nolan. 
MR. NCLAN: Mr. Chairman enc Mr. Commissioner, 


I think I should at the outset give you some idea of what I 


have attempted to do in prepering my argument in this cease, 
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He Ge Wolan, Kor Ge 


It is not necessary for me to vey that I was confronted 
with 6 matter of greet difficulty because of the mass of 
evidence which has been presented to this Commission end 
of course 1 desire thet anything thet I have been able to 
prepare should be of assistance to the Commission in the 


first pleceé sud in the Second place that it should put the 


point OT view of my client to the Commission on the evidence | 
given before the Commission as fully es may be. Li en 
Colores vouwdl theo i took the troub le to meke an analysis 
of the evidence to the best of my ability. tL do net Peni 
it is humenly possible to do thet verfectly but I have done 
it as well as I cen, After having done that I heve 
endeavored to group under what seemed to me to be convenient 
headings, ell the evidence on thet partiqler point. fhat I 
thought would be helpful because I found on ging through 
the evidence that some of the witnesses discussed so very 
many topice in sc very meny pleces in the books that tc 
gether that together in one place would be perneps of some 
help to the Commission when they sare considering their 
report and so I have prepared for my convenience and for the 
use of the Commission, should they so desire, what I might 
Gell an analysis of the evidence based under verioOus headings. 
Il haves grouped the headings 
under these mein classificetions: 
The first one deals with the production of crude oll, 
(ob). Manureeturinge:,.(¢) wae estas (d)( integration; 


(e) competition; and (f} government intervention. 
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Thet may not aegein be a 
perfect grouping but it does, it sezms to me, follow the 
stry of the evidence given before the Commission. 

Now each of those headings, 
Or rather some of those heedings, are susceptible of sub- 


headings and se under “The Production of Crude Oil" IT 


have mede four sub-heedings: 
ba LC Cost of Production 
Lie The Field Price of Crude 
IIi. Conservation and 
TVs “Pielo Vontrects, 
Now Conservation ia a subject 
Which hes ocoupied ae geresat deel of our time and it is of 
great importance I know both in the minds of the Commissioners 
end in the minds of the Comoenies- who are before: you» but PT pat 
it under “The Production of Crude Oil" becsuse I think that 
is where it properly falls end so under this heeding of 
"The Froduction of cruce O11", IT deel first with the cosv or 
Production, .2) Wit the field price of crud6, ie) with 
Conservation end (4) with field contrects, 
Et found that. “The Filed: Precescs 


Crude" also was susceptible of being grouped into sub-heedings 


and I have done thet in the following six sub-heedings; 


we 


(a) The World Picture 

(b} The Position of the Stendard of New Jersey 
in the world Picture ; 

I “Crude Oth oeLeesar 


(c) economic considerations 


(dq) The Field Price is a consensus judgment of the 
compe titivs situetion;, 
(e) The Policies of Imperial Vil Limited in Turner 


Valley, and 


(2) The computation of the Posted Field Price. 
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TH. CH AIRMAN: would you go over those again 
und er The Field Price"? 
MR. NOLAN: 
(a) The World Picture. 
(b} The Position of the Standarc af New Jersey 
in the Werld Picture, 
(c} Economic considerations in erude oil prices 
(a) The Field Price is a consensus judgment of 
the competitive situetion, 
(e) The Policies of Imperial Oil Limited in Turner 
Velley, and 


(f) The computation of the Posted Field Price. 


Under ths heeding cof "Manuf actur- 


ing*. Mr, Cheirmen, 1 did not find it convenient tO meke any 
sub-heedings and I em desling with that just as one large 
subject. 

"Marketing" however, dDeing the’ 
third of the mein subjects under which I am discussing this 
question, fell within ten headings: 

I. General; 
it, 6s Sh rac tures 
III. Duplication; 
T¥.~ Undivided Leaiers ; 
¥,  Crams; 
vies poser Deliv erie é; 
VIEe Commercial Consumers ; 
VIII. Standards; 
™, _Tobbers; 
X. Return on Investment. 
My fourth lerge heading of 


“Integration” has not been subdivided, Mr, Chairmen, nor 
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hes the fifth large heading of "Competition", those being 
subjects that I found out did not conveniently fall into 
sub-hesdings but under the last one "Government Intervention" 
I have made three sub-heedings: 
I. Regulations and Price Fixing; 
II. Arpointment of a Board; 
II. Nova Scotia Legislation. 

Now, Mr. Cheirman, the advantege 
of having this stated to you et this stage is perheps that 
you will get come idea from me of the order which I propose 
to follow. Now it may not be an order that commends itself 
to this Commission but I had to have some order for myself 
before I could do this job and that is an order which I 
thought was convenient and with your permission I will follow 
it. If you desire any chenge, of course, if you will let 
me know I will endeevor tc the best of my ability to meet 
the convenience of the Commission. 

Now as I said some few minutes 
ago, Mr. Chairman end Mr. Gommissioner, I have endeavured 
tc bring together the evidence of the witnesses under these 
various heedings which I have given to you, but I de not 
pre pose, with your permission now, to cite in each instance 
the neme of the witness, the volume “4 the page number. 

My reason for asking you to 
excuse me from doing that is because it is going tc 
interrupt the flow of my remerks to such an extent that I 
do not think it is convenient to do it but in order that 
whet I have said may ve before you I am quite willing, if 
you would like me to, to give you, at the eid of my argument 


this Summary which I have prepered which has opposite eech, 
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from the evidence,the name of the witness, the number of 
the volume and the page on which it is to be found. 

THS CHAIRMAN: We would Like that very much, 
Mr, Nolan, 

MR. NCLAN: You see. Mr. Chetawan ia item 
going to talk about Dr. Frey at Volume 141, at Page 15,406, 
it Gd@stroys my continuity of thought and I dc not think 
that will be necessary if you will permit me to give you 
whet i have done at the close of my argument because if 
VOU ere gine to accept this, and | teke 1t you are end & 


am very glad thet you are vecause that represents my effi.rt 


to grcup the evidence and should surely be cof some assisiamee 


to you when you are consicering your report. 

Now then, Mr. Chsirman.~ toc 
large heeding is “The Production of Crude ULL" ‘and eae 
Sub=hesding under it is "The Cost «f Froduction"™. 

find that vr. Prey Tepe 
that the producers in Turner Valley ao not know the ccst 
of producing crude oil, other than the out of pocket costs, 


ana in thet connection you will find as many cpiniens as 


oil cperators. 


E snould inter jech.t0 s6V.y723 
i have tried, as well as I could, to give you the var.ous 
words of the witnesses themselves. In some instances I 
heve paraphrased it slightly but for the most pars the 
lengiage is the language of the witness and my argument is 
based on ths evidence of the witnesses themselves. 

Now at tne end again with rour 


permission, I propose to put nefore you, submissions which 
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I think sum up the views of my client on the matters which 
we have been considering before the Commission, In other 
words I em going to endeavor to bring into a Single picture 
my submissions to you on behalf of Imperial Cil Limited, 
agein based on the evidence in the cese,. l propose to do 
that at +.6 end of my analysis of the evidence. 

nd so, as I say, we find 
Ir, Frey telling us that we will find that there sre as 

—many-opiniens ds-there are ail Nperatcrs, This statement 
I subyit, is amply-torna nt bythe _evifense-cof tha oil. 
_ppeduners-themsalves , 

Mew Ry A. Brown,..2-producer.—— 
tells us that no man Jliving-can-definitely tell the cost 
OL produ cing oii in -‘Tumer Valley becsuse there are too 
many uncertein factors such as: 

(1) The emount of oil that would be pro‘iuced per 
acre. 

(2) The time required to extrect that oil from the 
ground. 

(3) The amount of oil that cen be extracted naturally. 

(R. A. Brown ¥.50 P.6154) 

Now in estimating their costs 
the operators did not take into consideration many important 
factors such as: 

(a) The cost of the leases. 

fo he "Gostse of drilling. 

(c)o "The monies’ lost on dry holes. 
io). income tax, and 

(e} Royalties. 


am. their estimates varied within wide ranges. I will not 


Sip Li wi ae en: 


pee 


aes 
senendaee Vier 


oh See 


Stace Oot eye ‘Ke ae 


use Te 


‘- 


~ &.- 


bw 


eee Set bers 


Perse s CRA a 


LY) tee ap Wet ct Sra en ae nv | 
: Shy Lh ae =| Nae iG Vw om i. 

peters Sad ? 2} £R i Ae a ‘te be 7 . 
; , fe Jaiy i alee j ve 


-. ets 


tal po ascigtnad 4G 


. i. 
ita nee ee ns 
Ps + ne ss owe 
$ wit iy Hoe ee Wee 


: pa = . peas 
Do Cais ae aay '-4y 
/ Saye ete Lie. waa 


#28 isan 


‘ht state) te 


iy Pa UE es: 


fens 0 gs . tn 

a : hy 

ot ia ee OR hd ee seat fous. du, 
wi } i: Since ne ae 

LS. gone Th ea ae 4 —— ee ft 

a 


yay ihe 


+ re sr 
Ta | ana t, 


a sey ie " LA Ke . iT}. 
2 - aot eis 

4, ams 7% 

_ i ‘ ¢ 21 fais cy 7 Wa“ 


~ 15,683 - 


He G@ NoOzen, K.0, 


give you all the estimates. J have them in my analysis 

but perhaps it is sufficient to say that they vary from 

15¢ cents per barrel on the one hand tc 41.63 per barrel 
on the other, within that renge. 

Mr. Gemmell, who appeared for 
the Angl?~Cenadian, said that it was impossible to arrive 
at any cst per barrel. There were too many undetermined 
fectors such ass 

(6) The ine of the field, 


iy 


(ob) The number of berrels recoverable per vere. 
ha) Whether mechanical Lifts will be necessary. 
(a). elie cost .ot leases, 
(6) The cost of acn-producing wells. 
(J. G Gemmell V.56 P.6863) 
Then Dr. Frey in his evidence 
Bays that so common is the association of a fair price 
be: 2:2 determined by cost that in common perlance it is often 


assumed that price must be result or cost, ase oe 


Q) 


1 


the fact the: almost every industry hes had some experience 
in operating at a 1s. 

(Dr, Frey V.95 P.10749} 

Again. he says, even af At. Were 
possible to determine the cost of producing crude petroleum 
ard that could be done if one were willing tc accept enough 
arbitrary allocations of various items, mevertheless the 
field price of petroleum and the cost arrived at do not 
necessarily have any correletion at any given moment and 
furthermore it may de questioned even in the long mn thet 

he amount cof money received for the production in an oil 
field equals the expenditure in that field. 


(Dr. Frey V.95 F.10749) 
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He seys shat although thousands 
of dry holes are drilled that cannot be charsed against the 
Coco ol) rout c ine cud evoi kl, tt does not ToLIow that there 
is no reletionship betWeen the price of crude cil and the 
Give eine OL sry: We naS besesuse ciscovery iste “resi LuT ites 
Ory Om Oye ee 2. Ct ve ty in dri tving Seon the 
quelity of Eecumolae, eece Of the efvort. 

aos (De. Frey V.es (Peto sor 

He says it would be ineuvisatle 

HO Use toe mevncds employed in making the report on the 


eoproximate everage cost of crude petroleum by the Pevro 
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He says that the cost per 
barrel is affected by any Pen euan cf these yield estimates. 
It is consequently importent in ay cost of production 
study to have e lerge sémple and ae long period in order to 
compensate fcr the véeriebles, otherwise a reasonable average 
will not be obteined. 

(Dr, Frey V.95 P.1U759) 

He says that in addition to 
any productive expenses there is the problem of the cost 
of holding leases which, although not appliceble to current 
production, is nevertheless sn item cf cost becsuse incurred 
necessarily es a safeguard for the future, 

(Dr. Frey V.95 P.10760) 

He says there are two Other 
assumptions which defy snalysis: 

(1) The uncertainty concerning the production of 
any fiven well under any effective type of 
proguctLon control, end 

(2) The percentage cf reserve that is likely to be 
brought out et different price lavels, 

(Dr, Prey V.95. P, 10763) 

Without consid eration for price, 
he seys, it is impossible to predetermine the amount of a 
reserve thet will be produced ard emsequently what arbit- 
raries could apply to the coct. While cost may in the long 
run be an element in price beceuse of the possibilities of 
periods of shortage, neverthelvss price is also working and 
consequently is a most important fector in the determination 
of ultimate production, which in turn is e strong factor 
in cost. 


(cr. Frey V.95 P.10766 } 
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He says that some of the 
physioal fects that have a very important bearing on the 
protlem and should be determined incident to a cost study, 
are: 

[Lt The extentjor the fiela, 

(2} The volume cf oil. 

iy Tie olumetor Ol] that can be Lifted’ to me 
surface by gas. 

(4) The effect uf rules of gas pressure upon 
ultimate recovery, 

(5) The volume of oil that will be left in the 
structure when natural flow ceases, 

(6) The extent to whieh the ges cap should be 
oles ed in, 

(7) The crtimum rate of ‘flow from the standpoint 
of conservation, 

(8) The Like ly drilling preeremme. and 

(9) Conservation programme of the Government Likely 
to become the long range policy. 

(Dr. Frey 7:95 P,10767) 

Then he says, While it is 
possible to determine a ccst for the production of crude 
oil in Turner Velley, if enough arbivreries are assumed, 
history might or mignt not bear out tne truth of such a 
cost, because many physical facts concerning the fel: 
are either not known at all or only partially known, 
which adds to the arbitraries that would have to be 
assumed and after everything was seid anc done the result~ 
ing cost figirre would only be e scientific guess, the value 


of which would be cf nc practicel vaiue in the determination 
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of price, for as I have tried to demonstrate, production 
costs by whatever method determined mey heave littie or no 
effect upon price, but economic conditions establishing 
price may be the determining fector in the cost of 
nroduction, 

(lr, Frey V.95 P.10768) 

He says the result of our 
work is that there is en epprcoximate averege cst. We 
do not say THE cost and I do not believe that it is 
possible for anyone to arrive at anything wt A cost 
determined upcn arbitraries assumed hy the individual 
or the company. There is no such thing as “the cost" 
until the history of the whole thing is mn and we get 
a tabulation. 

(Dr, Frey ¥.95 P.10769} 

He then points out thet the 
ofl tmsiness is not a corner grocery store, that it is 
a highly specu.ative venture and that the oil mar type 
must be willing to teke ea Longe chence. 

He cites as an example, of 
the long chances which are taken, the fect that the Utah 
Copper Company put °:40,000,0C@)in the development of Bingham 
beftre they got a cent out of it. 

(Dr. Frey V.95 P.10782). 

He says thet the small operator 
must get his out of pocket expenses as he goes along. 

(Dr. Prey V.9o 2. yce) 
and refers to Dre Pogue, whose book has been made an iuxhibit 
in this oase, I think %xhibit "475" end he quotes Dr. Pogue 


as saying thet the way to find one billion barrels. of -oui. 
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fe oC aril tour thousand: dry holes. 

(Dr. Frey V.95 P.10791)} 

He tells us that he would 
expect any company with any experience to set up indices 
of cost movements within their operations, They eli set 
up indices to indicate the nature of the cost movement. 

(Dr. Frey V.95 P,10799) 

A company would be very unwise 
Lo he LOO Gey to. seb, ip producticn costs thet were 
suitable for whatever purpose they cared to make use of. 
That does not necessarily mean that the production cost 
So-sUlD ica Cle pmauction cost", It is “a production 
eos. G only"; 

toe. Prey 195 P.1ceanys 

You cen calculate, the tells 
us, the cost of an assembly much more accurately than you 
cen the cost of an extracted industry. 

(Dr. Frey V.95 P.10803) 

Then he says if you are to 
arrive ata besis of cost what company are you going to 
take ? Why take one company rather then another? 

(Dr. Frey V¥.95 P.10805) 

And fineliy he tells us that 
in his opinion it would serve no purpose even if we coulc 
find the cost of production in Tumer Valley because not 
knowing what the true cost of production is we cannot ussit 
as a factor in determining what is the fair field price of 
crud e. (Dr. Frey V.95 P.10806) 


(pr. Frey V.95 P.10818) 


~ 15,689 - 


es Ge Nolen, vice on 


fhet brings me at ontéé, sir; 
to the second sub-heeding "The Field Price of Crudé" and 
undex that Il went to sav a word now cf what Dr. Frey has 
Gescrived to us as “The World Picture", 

He says, nis remarks on that 
subjec:. d) snow this; ‘vhe thesis I want to develop is 
that the prics of crudé oil in Turner Valley is not a& 
isolatec fact® it is related to the price of erude oll 
in verious otaer parts of the world cid thet world crude 
oil prices te1d towaras equiliorium, 


(Dr, Prey V.i85 P,13959) 


(Go Wo Sage 15/690) 


~ 
< 


as in 


5 


“6 
. 


2 
Oe ie 


Bod 


=155690- 


HeGetolan, K.C. 

He informs us that Burope is a 
deficiency arsa in production and that »x1il moves into 
Burope from the “est and from the ist. 

(Dre Frey Vel25 P.15961). 

He (tolls us What? the) sources of 
supply shift from time to time. The constant tendency 
in the world market is to get those products at just as 
low a price as possible, regardless of where they are 
produced, and that is true either of crudd petrolsum 
or of petroleum products. 

(UP. Fray Valeo Pel 9ee 4 

He says that the sources of 
supply heve shifted violently during a period of years. 
In the Great ‘ar, the last Great -ar, for example, tho 
United Stetes contributed very substantially to the 
Quantity of oil available for the Allies, but coulda not 
have done it had it not been for the assistance that vas 
given by the ‘isxican oil fields. 

He says it took many miilions 
of dollars to develop Venoeguela sufficiently te supply 
the refineries and go into the worleé trade, but that 
in 1922 the La Rosa well cane in and independent 
producers in Mid-Gontinent succceded in getting an 
excise tax of s¢ a gallon to koep that out. 

(Dr. Frey V.125 P.13963). 

His point in mentioning Mid- 
Continent vas this, in his own words "Mid-Continent 
claimed it was being hurt by competition with Vonozuela. 
The point I want to make is that the complaint came 
from Mid-Continent." 

(Dr. Froy Ve125 P.15964). 


He says that many countries 
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such as Holland Belguim and the Scandinavian e¢ountrios 
are almost wholly dependent on imports, and that 
France and Great Britain are 98% dependent. 
(DCAM Gy Veleobelogeous 
He says the next thing is to 
find out who controls the crude these people are buying. 
(Dr Frey V.125 P.13966). 

He says that the werld's oil 
industry is coneentratod primarily in the United States, 
Secondly in Russia, and in Northern South America it is 
Controlled very highly by American interests, and the 
only other group of any importance ere the sritish 
Dutch and Russian. In 1950 American capital controlled 
70% of the world's patroleum production and in 1931 
71 of the refining capacity of the vorld. 

(Dr Frey V.126 P.15967). 

Then sub-head (b), Mr.@Ghairnan, 
"The position cf the Standard of New sersey in the world 
picture". 

In 1948 the Jorsoy Jompany 
produced 4132% of the world's cmde petroleum, according 
to the evidence of Dr. Frey. He tells us in the United 
States the Jersey Company is not as importent is it is 
outside of the United States. He says that domestic 
affiliated companies produced 5.9% of the production 
of the United States. Foreign production of the Jerssy 
Company was 19.4% cof the oil produced in countries 
outside of the United States. And so he points out 
that tho Jersey Company produces less than 67 cf the 
oil produced in the Unitod States, anc then in his 


on words "It must be apparent that $47 of the oil 
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is being preduced by companivs that have something 
to say about the prica". 
CUBS FreyuY. leo 2elgowuls 
He tells us that the Jersey 
Company in the United States operstes in a restricted 
area; that its only important market is the North 
Atlantic, and that it cperates through affiliates as 
far iest as Ohio. 
(Er, Urey. Veleo Palo). 
He says that various sources 
of crude produced by different companies and different 
nationalities all over the world are flowing to their sce 
beards of production and moving to sea-boards of consumption. 
By reason of that fact they must seek a sea-board price 
and there is a tendency fcr the price of all cruces at 
sea-board to approximate sach other oxcept for the dif- 
peroneal an treient.s 
(OP, PPey, Vedado PelOo7 im 
He says that the whole thing is 
moving towards e dynamic squilibrium of prices at sea- 


at the 


ga) 


board, so that ell prices in the United State 
Gulf Goast is not a thing that is establishod just for 
tee Golf Coast. Ib is a price that is established by 
virtue of the fact that the United states is exporting 
and must meet world competition. 

(Dr.Frey Vel25 P.13972). 

There is a definite relationship 
betwoen the Gulf end tho Mid-Continent. The Mid-Continent 
He not free in the world market. It is only part of the 
World picture. If there were a decline in the Gulf Coast, 


production shipments from Mid-Continent would aove to the 
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Gulf and tako on the world price minus the differenee in 
the transportation to bring that crude down to the Gulf. 
(Dr .Frey V.125 P.13974). 

And so says Dr. Frey "Bvery 
field in one area is competitive in some way with some 
other field in that arsa, and by reason of that cenmpetition 
there is a relationship in the prices of the erudes." 

He says that whether Gulf Coast 
confines its business to the Gulf or attompts to invada 
the areas that have been oceupiea by the Mid-Continent 
or in respect of which the Mid-Continent has been the 
souree of supply, it makes no Gifference. Phe potential 
competition is alveys there. 

(DE wrey Veleo Pekoo7oy. 

Then he points out that the over- 
land movement by rail puts an oil field at a distinct 
disadvantage in the matter of price for its preducts. <ihen 
Canada stopped importing oil into Alberta there was a 
serious dislocation in Wyoming and Montana. 

(DPwErey Veled elle 

He save the price of *oruds *o71 a7 
Northorn Montana dropped in order to oxtend the competitive 
area of that production, anc that whenever you cut off a 
supply a nev supplv comes in. ‘-henever any shift vecurs 
it is necessary to make adjustments in prices tu accommodate 

the differential in the competitive situation. 
(DrePrey Vel25: PeLo97 7) 

Then I want to say a word about 
what Dr. Frey calls "The sconomic considerations in crude 
O11 prices", which was the third sub-head under Field Price 


or Crude. 
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Ho informs us that the crude oil 
yrices at any given moment reflect the short swing and not 
alwyys the Long swing in prices; 

(Drelroy Viet2o Pedoviey « 

That Illinois today is a short 
sWing price. It does not raflect completely the differential 
in transportation cost from tho Mid-Continent. If it did, 
the price would bo higher because it is worse, quality for 
quality, the same as Mid-Continent plus transportation. 
Iilinois bas-run rict and produation is disorderly. 

And then he says that realization 
does not always justify the crude Sh ee It should 
but, it does not always. Over qa long run there is a definite 
indication of parallelism botiv'esn the crude oil price and 
refinory and ultimate markot realization, but over short 
swings it is not unusual to find a lack of parallelism 
in some one of those price structures, The posted ficld 
price, since it is a price established usually by corpor- 
ations, must represent a consensus judgment of a competitive 
Situation. 

(Dr. Frey Vel25 P.13979). 

It is not a price that is 

determined by buyer and seller, meeting hour by hour to 


bargain over what that price should be. 


It represents the judgment on 


the part of the company thst dows the posting concerning 
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wheat tho compotitive situation is and what that price 
Should be. There is considerable criticism that posting 
OL Prices "for, 01) indicatec that there is an ebsence of 
competition anc that a monopolistic situation exists. 


(als Prey Viele P.13980). 


And thon he quotes from a took 
written by a gentleman called Dr. Ise who says "There is 
@ monopoly on the buying side which is called a monopsony." 

(Dr.Frey V-1L25 P.13981). 

Dr. Froy examines that statement 
and says "In this there is a lack of the roalistic boceuse 
there is no large oilfield in the United Stetes that has 
only one larg. buyer." 

(De Prey i Vel2oiP.Na9ee ie 

He refers to Dr. Pogue and he 
points out that the prodyction of the 24 largest producers 
{in relation to the output of the Unitsd states reveals 
that it decreased from’ 704 in 1927 tc 57.6% in, 1938; 
and that the 23 larze¢st refineries purchased 41.3% of 
their needs. 

(ercarey V.L2e Pt leeeeis 

He says because there is qa posted 
price in a field it does not follow that all of the ofl 
is moving at the posted orice. 

(Dr .freyv Vela Pwl3982)) 

He says that the present low 
erice in Illinois is probably due to the fact that there 
is a large number of buyers who are buying under the 
posted price. One of the things that mekes price uneertain 
oer the long swing is the fect that the source of supply 
may shift very suddonly and very substantially. 


(ur. Brey Valco P. 14984). 
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In the last 37 years the ontire 

Source of supply peak in the United States has changed. 
(Dr. Frey V.125 P.12986)., 

Then my fourth sub-heading, my 
lord, and Mr. Chairman, is "The field price is a ecnsensus 
Judgment of the competitive situation". 

Dre Fray again tell us that there 
is competition between Montana and Alberta in Rogina, and 
that over a period of many years there has been a close 
relationship between the supply in Montana and the situation 
in Alberta; and that only when Turner Valley came in did 
Montana cease to be a real source of supply here in Calgary. 
He is of the opinicn that Turner Valley cannot escape 
the competition with Montana at Rogina. He says that 
Montana would bos directly competitive with Turner Valloy 
in Calgary if Turner Velley could not produce to meat 
the requirements of the Calgary refineries and the prics 
in the field of Turner Valley would heve to reflect that 
price at which you could bring in crude from Montana. 

&s there is more crude in Turner Valley than can te 
abSorbod by the refineries in Calgary, it is necessary 
to consider what price must be obtained in Turner Valley 
in ordor that the crude oil from that field can be 
projected to a point at which it will be in competition 
with the crude oil produced in other parts of lhorth 


America. 


There is, he says, a quantity 
gain to be made by moving sastwarad out of the Calgary 
market and at some point there must be a fringe along 
which there is direct competition in products between 


the crude oil of Turner Valley and the crudé oil produced 
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ihn other parts of North America. 
(Dr. Froy Vel25 P.l3987). 

A reason for continued drilling 
is that there is enough oll in the United States to last 
for le to 14 years. A good deal of the production is 
flush and the rate of production Will doecline. This 
nocessitates a constant look ahead for oil. He says wo 
must find approximately as much oil seach year as we produce, 
CIPO one ot ton barrels ‘of oll a year in order 1G 
keep a supply that measuros up with the amortization cof 


Our industry. 


Then in the discussion with the 
Chairman in respect to the oil scarcity delusion, Dr. 
Frey expresses the vio that the oii scarcity dolusion 
is not responsible for the praesent state of production, 
but simply a lack of method to produces on a conservation 
basis with just as Littlo waste as possible, 
(pe, Frey Vsl25 Potce 
He says e company that does the 
pos ting considers the competitive situation of that field 
with rospect to other fields, aud that it will pay, but 
there may be producers who are willing to teke less in 
order that the o11 may ¢o further. If they do, tne, bompany 
thet posts the prite will have to revise its judgment and 
expréss that judzment in a revised field price. 
(ir.Trey V»125 P.14003 )« 
In making @e consensus judgement 
He tO the fTielc price the folloving-factors are Saken 


into consideration, states or. Freye 
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(4.4 What products the ecruds will make that will 
best serve the market. 

(24 At what price can.crude be bought elset-here. 

(3) The nature of its ee 


(4) The technological aspects of its rofinery. 


(er) The nature cf its competitors in marketing. 
(6) The cost of transportation. 


{i77) The pessibility of maintaining its own 
inventorios. 
(ope Pray. Vea coeP.i4006)% 
He says "It just comes down to 
a question of how cheaply crude can be bought of a type 
that will make the product that will serve its carkot. 


(pretrey. V.behanr.1 4007) 


He says enother fectoyr is thet companies 


buying will try to establish sources cf supply that 
promise a sufficisnt quantity to justify the building up 
of their connections in those fields. and then he seys 
there is no mystery about field borices as I sé6ée them. 
You buy at the lowest price you can consistent with 
quality, transportetion and supply. 
(Dr. Frey Vol25 ~.14008). 

Then itr @hairman, under the 
5th head "Tho policies of Imperial Oil Limited in Turner 
Valley" IT am referring now to the evidence of Mr. 
LeSueur. Mr. LeSueur ssid that when Turner Valley 
Royalties was brought in and there appearsd to be a 
2008) possibility that Turner Valley vould become a erude 
Otis Misidie Imperial’ Oil adopted the policy of affording 


every reasonable encouregement to that developrent, both 
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from the National aspect of developing a Canadian natural 
resource and with the object of obteining a crude oil 
Supply ennvenient and advantageous for the Prairie 
Provinees, anc also to have thet development proceed in 
an orderly “anner ane escape chaotic ecnditions. 

In his evidence ur. LeSueur dgoalt 
with this evidences under tio heads, first a steady market, 
and second, orderly Gevelopiment. 

He saia the first step was to 
assure the producers a steady tarket, and that had to take 
place in two states. In the early days the Imperial Oil 
offered a market for all tue Turner Vallsy crude which 
was seeking a tarket and as the produetion inereased 
we curtsiled our production of Monte na crude. In January 
1937 our average takings of Turner Valley crude v2 s 478 
barrels per day. In December of that same year, 1957, our 
takings avereged 3,147 barrels por day. Then as production 
in Turner Valley inereased we endcavoured to oxpand the 
market for Turner Valley crude so as to include the Regine 


territory. 


en 


)s 


In this connecvsion freignt rates 


(R.Ve-Leueur Velas £1426 


Wore a severe handicap but we approachea the hailroad 
Companies and obtained a material reduction in the rates 

so that shipments to Regina in to or three saonths increased 
from L500 to 4500 barrels per dayo In a very short time 
producers of Montana crude were eliminated from the picture 
and in this way Turner Valley acquired all the carkets served 
from the Calzary Refinery and all the markets from tha 


Regina Refinery. 


(R.V.LeSusur Ve125 P.14266). 


Age a ms Dae pape asapente a6 
ihe pbun & plied ade te tee 
Than pee 09 “wagenaeyni 

| nz beau et {cso Sih) 3 on “re ® 
| Santis YD up aga) aeaen. ita sha By ee : 

x iment oy oe 
7 nL y wee Ni ee | : an Gea a 
Save over vee ‘a bet 


Ae 


; , ht ge 

SOLED BAP DER om, MT Vinh tis i, 
oe eRe ee Spe aa : fn at 
at 2 Ro Bae i set 8 RH oat 

Ps > ; ‘ ee. Gee 3 ag pel 4 ra hat ie Lie yer serene an 


o Loh tie ais an eae Pent * 


Ly 


They 


BOUTS a Jt eo tn “ae Sheu bom - Pris span 


mitted Bs i seen nigh te Santer enters : 


eee AAD. 
is ee yes 1S ee SS he agi tos ORE ce -_ toa 


ra ett, Ac es s aiiciatl tis a: nese 
ay 


vee er hes 


Gavee dt bey Ley asi a, bow dora norte sa a! 
ab pio red ok aan 6 ams vos a mvonunnel & 


- =f 
o 


| 7 
oa, t 


e , Wha et ‘3 ts “a As iat + SA Ry: ub a¥ afi: } : : : y a} af 


i Rh ap 


HS wih) AER Se, Mona ah, 


T-1 
ae ~15,700- 


HG. Nolan,k.C., 


Then de@ling with Orderly Devel- 
opment, Mr. LeSueur states that there are pronounced veaks 
in demand in “estern Canada for petroleum »roducts. That 
in the off season a far greater supply than the market would 
absorb, and the Governmont was asked to ascertain the 
potentials at each well so there could be a rateable teking 
according to those potentials. Those potentials were taken 
and as they were fixed. our Company tcok from the various 
wolls treir oil pro-rated according to the potential. Ths 
Government subsaguently passed ths Consorvetion Act, and iir. 
Lesueur is of the opinion that pro~retion was a material 
factor in keeping the davelopment of the Furner Valley 
Tiele orderly. 

(R.V.beSueur P.128 P.14267). 

He states that the steedy markat 
combined with pro-ration contributed to the orderly growth 
of the field in the Valley, a more orderiy growth than 
will be found in almost sny new field on this Continent. 

He tells us that Royalite owns 2: to 25% of the production; 
that the Company operates five drilling rigs out of approx~ 
imately 2C; and that all purchase contracts are at posted 
field price. 

(R.V.-Leoueur Vel28 P.14268). 

Thon under the sub-headi ng (f) 
"The ccmputation of the posted field price". 


Again referring to the evidence of 


Mr. LeSteur he says "ie mads an effort to see if Turner Valley 


could be given a large part of Manitoba. e computed the 
price which could be paid for Turner Vallcy crude at the 

well in order to replace on a competitive vasis Manitoba 

erude at Calgary, <«t Rogina and to acquire the lhanitoba 


market « : (R.VeLeSusur V-128 2.14269) .« 
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"This! he seys,tgive us three 
wices; a replacement values ex Calgary, ox Regina and ox 
Manitoba. “@ concluded it was impractical to hve three 
trices for the same crude at the same place at the same 
time. On the other hand if we adopted the price on the 
edge of the market it would probably sive a severe setback 
to the development of the fielé in the Valley ana& would 
only serve the purpose of acquiring an additional market 
fom 2000 barrels a day." 


(R.V.LeSueur V.128 P.14270) 
(he MeGrath) V.61. eyheoo 


"So} he seys,"we adopted the weighted 
average basis which gave us a uniform price and the same 


result as would heve been secured by posting three prices 


in the Valley." He says "It was not exact but it was a 
Close practical approximation of the establishment of 
thres prices.” 
(ReVvieLecucur  Vile8 2.1.4 
He seys * .e thought the price 
wes fair and would not retard the steady grovth of 
Turner Valley, whieh of course, we elvways recognize as 
of prime importanee to the industry and to the consumor 
and to the Prairis Provinces." 
The price posted on the lst of 
September, 1937, had to be adjusted because of the Montana 
situation where there ceased to be any uniformity in 
prices. 
(R.V-LeSueur Velae Pel4e71 7. 
These conditions in Montana were, 
tn his opinion, temporary. "Our best judgment vas that 
Montana crude would normalize at somewhere around ,1-00 


per barrel, and adopting the weighted average method we 
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oOstaviisnea a price of ~l.«20 per barrel for 43 gravity." 

And then, my Lord, Mr.Chairman, 
he gives us the factors which entered into the arrival 
at the ,1.00 for Montena. He says that first, cutting 
off Calgery and regina outlet which reduced the market 
for Montena production by about one-half. 

secondly, we knew that the 
chaotic conditions in Montana were only temporary and that 
the Montana producer would acguire a new market for his 
erude. 

Thirdly, we knew that in Montena 
this now market would hsve to supplement ‘iyoming crudes 
and th t there was a freight differcntial against Montana 
in endesvouring to do this. 

Fourthly, we knew that there was 
an agitation to have the freight differentials modified. 

Pifthly, we knes that Montana 
erude would have to undersell ‘-yoming crude in the markets 
which “‘yoming erude gnjovea and possibly have to meet a 
reduction in the yoming crmde. 

(R.VeLeSueur V.128 P.14274). 

He says "The price for Montana 
was not discussed with any outside party interest or not, 
and that the uniform desire vas to appraise as elosely 
as we could what ve thought would be the proper price at 
which Montsna crude would stabilize." He ier Nour 
judgment has been proven by feets because today rontana 
production is 15000 barrels as compared with 8000 or 9000 
when Calgary end “egina were cut off; the price has gone 


through = course of stabilizstion." 
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He says "I am quite willing to 
take Dr. Frey's statement of a 1.10 because he is more 
familiar with the Montsne market". 

(B.V-LeSuocur V.128 P.14275). 

He says "The weighted average 
mothod enabled Turne: Valley crude vo reach practically 
the contemplated Manitoba market, but that Illinois with 
$59,900 barrels a day pushed into the Maniteba market." 

(Re V.Lesueur Vel28 Pelaeiii. 

PThie he teks) va. "eltmins ed 
largely the reason for adopting the veighted average 
price because being out of the extra Menitoba market there 
Wes no object in taking weighted average priees. Turner 


Valloy then had two markets,the Calgary market and the 


Regina market. The Regina market was lerger then the Calgary 


tarkot, and the price of Turner Valley should be based on 


the replacement value ex ikegina, vorked out on qa vsompstitive 


basis, and that by taking Montcna crude at »l.10, Turner 
Valisy oruds is worth .1.19<". 
(Rai Lesueun V.le8ePei427 aie 

Then a discussion arose as to 
whet should happen to the & reduction in transportation 
costs through the pipe line system and he says"the 8¢ 
reduction is logicaliy part of the price structure of 
Grudo and the 8¢ should go to the crude producer." He 
then refers to Dr. Brown's figures of ,1.19¢ plus 8¢ 
equals 1.27% with a possible price of  »1-30 if the market 
is somewhat curtailed, and says "our figures ara y1.c0 
and {$1.28 with the present serkot. 


(R.VeLefusur.V¥.128 Pel 4280). 
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He Says that the prices is reesonable 
permitting steady development in the Valley and the linit of 
the market on the price should not be disburbed unless thare 
tS Some real resson for it. The s cents should go to the 
producer because it is part of the structure in determining 
the price of crude. 

(k.V.-LeSueur V.128 P.14261). 

"You cannot" he says "possibly give 
the & cents to the consumer and carry out a proper competitive 
scheme of fixing the field price on a proper basis." 

(ReVeLoeSueur V.l26 Pol4319). 

He says "As Illinois stahilizes 
then you can consider how far Turnor Valley crude could go 
into lanitoba further than it does new." 

(Ra VebeSucur: V.b28 (P.14282) . 

He ‘says 'To:-keep up the prectics.. 
potential of Turner Valley on its present rated 4llowanec 
of 26,000 barrels would require drilling 30 to 40 wells 
Gog Sane says !'l co not think the prics of pcnude 
Should be lowered as it is apt to give a setback to devel- 
opment’, and he believes the present economie fringes are 
approximately correct. 

(R.V-Levueur V.126 F.14285). 

He thinks that any sacrifice at 
Sarnia would serve no purpose todeye He said Crude is 
set by competitive conditions and doubts if it would be 
sound to depart from those principles. 

(R.V.LeSueur V.126 P.14292). 

He seys the Royalite will put 
up with tho present throughput of the pipe line rather 


than make any effort tc send the crude further sast because 
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the facts of the situation so demand. 
(R.V-LeSueur V.128 P.14294). 

He says the undoubted view of the 
Imperial Oil is entirely CanacGian and the Company would 
prefer to use Canadian crude throughout all its opezstions. 

(R.V.eBeSueur V.i28 P.14301). 

He say3 that the Standare Oil of 
Now Jereey owns about 70% of Imperial Oil and does not 
interfere in the slightest in the management of the Imperial 
Cil, except with regard to capital expenditure. And in 
these words he expresses himself."In all my experience I 
have never had any interforence by the officials or the 
directors of the Stamdard Oil Company of New Jersey in 
any of our moves cither as to policy within Canada or 
within South America in our operations or as to price or 
as to any other decision with the exception of the budget." 

(ie VO Ole Vee Gus tenons 

He said the ides of the bogey of 
the Standard oi1 is illusory. Standard Oil controls only 
5.9% of the production in the United States and could not 
possibly control prices. He says there is no idea in our 
mind to sliminate other producers. 

(R.V.eLeSueur V.128 P.14314). 

He says the price of 11.20 was not 
fixed because it was necessarily fair, but because that 
was the competitive price. 

(R.V-LeSueur V.128 P.14319). 

He says that we consider as a 
matter of policy that it is unvise tc use the chaotic price 
in Illinois and consequently we buy at the posted price 
which is a matter of policy for stahility in the industry. 

(R.VeLesueur V.128 P.14320). 
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He further says that the fact 
that the Carter Oil Company has an interest in Illinois 
has in no way affected our position as to the purchase 
of crude. ‘'e have taken more Illinois crude and cut back 
cortain Mid-Continent cruds purely on a prices basis. 

(R.V.LeSuour Vel28 P.l4387). 

Ur. Brovn also gave evidence on 
this guestion of the computation of the field price and 
he says "This judgment used in arriving st a fair and 
equitable price for erude is essentially the judgment as 
to Whether a crude can be purchased at the Lowest price 
taking into considerstion transportation, tariffs, yields 
and other factors that cetermince the value of crude. 

AS soon as that price has been 


arrived at on the basis of thet judgmsnt, then that puts 
that crude in dynamic equilibrium with other srudes with 
whieh it iS in competition and thereby in sauillbrium 
with all the ec -udes throughout the word. 

Phe other exude that might de 
ussdd in place of Turner Valley is Montans." 

He then refers to Exhibit "269" 
which was a computation made by iz. MeGrath showing the 
relative value to the refinery at Regina of Cutbe nk eruds 
and Turner Valley crude, as laid dovn in uwegina- 


(Dy Brovm V.125 P. 14011). 


He says he believes that thet xhioit 


"269" 4. correct in all respects, and he says "ylseO for 


Valley crude of 43 gravity, which I understend is the eur 


Turner 


rent 


posted price, appears to put Turner Ve ley crude in dynamic 


equilibrium with Cutbank erude at Nezina under those cond 


itions 


Beeeset forth in exhibit "269"." Ang that is the basis upon 
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which the proper price for Turner Valley crude at the well 
would be arrived at, on the basis of purchasing Turner 
Valley crude on an equal competitive basis with the Cutbank 
erudé. 

He says that the ,t.10 is the 
posted price at Cutbank, Montana, and that while there may 
be Some @6rude actually sold at less than posted price, 
indications are that the posted price of »1.-10 is the price 
which it would be necessary to pay in order to obtain a 
continuing supply of sufficient quantity tv be significant. 


(pbr.Brown V.125 P.14012)s 


(GS" to Pass 15,708). 
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In my opinion, says Dr. Brown, yl.10 is the price which 
should be paid. (Dr. Brown V.125 P.14013) 

Dr. Frey says, in my 
opinion ¢1.10 is the horract price for 67 gravity Cute 
bank crude. It is also the opinion cf the Conservation 
Branch cf the Department of the Interior, and the 
royalty being paid to the Federal Government by the pre- 
ducers in that field is on the basis of i:1.10. 

(Dr. Frey V.185 P.14012) 

Dr. Brown says that at the 
present time the amount of crude that is being produced 
and soli from Turner Valley indicates that Regina is the 
point to figure the price for Turner Valley crude. 

(Dr. Brown V.125 P.14015) 

He says ©1.20 for 46 gravity 
is really the low pricee That is the price below which 
Turner Valley crude need not go in order to reach a certain 
market. 

He says there is a price be- 
low which Turner Valley must be in order to have any 


market whatsoever. 


So he says that for 46 gravity 
Turner Valley crude the price iiust not exceed (1.67 and need 
not be below {£1.20 in order to get a market. If it goes 
much above «1.20 it will lose the aegina nerket and Lf ALG 
gets above i.4.67 it will have no market at all, putting it 


in dynamic equilibrium with :.ontana crude. 


So he says that the apparent 


equilibrium between the refined products at Kegina going 
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east ard the refined products produced at Sarnia coming 
West is at Portage la Prairie. 
| And then he makes qa com-= 

putation which is rather involved and which I perhaps 
do not have to go into now but he explains the differen- 
tials in freight and he concludes by saying that this 
differential of 41.68 per gallon amounts to 47 cents per 
barrel of crude. In other words Dr. Brown puts it this 
way, if we wish to extend the market of the hegina re- 
finery te Winnipeg which is a distance of 56 miles to 
absorb the competitive differential in the price of 
erude, it will be necessary tc desrease the price of 
Turner Valley crude by 47 cents a barrel. 

(Drs Brown, VelZ5 Pri4bie) 

He says between Portage la 
Prairie and Winnipeg 500 barrels of Turner Valley crude is 
required, in Winnipeg 1250 barrels, total 1750 barrels, 
which would be run in addition tc the present run if the 
price of Turner Valley crude were decreased by 47 cents a 
barrel. 

(pr. Brown V.125 P.14020) 

Now he says if Turney Valley 
producers supply 10,000 barrels per day, by cutting the price 
the amount that they weuld supply would be 11,750 barreis 
per day and the present return to producers on the 
10,000 barrels per day at £1.20 is ¢12,000.00 and the 
present return tc the producers en 11,750 barrels at 7% 


cents per barrel would be cnly 68,577.00. 


(Dr. Brown ¥.125 P-14021)} 
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He says there is no sense 
in the crude producer cutting his price below the 
~ 1.20 in erder tc get wider markets because he would in- 
mediately get a lower gross return of (3422.50. 

| (Dr. Brewn V.125 P.14026) 

Then he makes a similar 
computation in going further south from Champion to 
Stirling, and the result cf that computation is that there 
would be a loss to the producer in extending the market 
into that new territory of ¢2,550.00. 

He says taking those facts 
into consideration it is my opinion that the fair price 
for Turner Valley crude aeeting the competition of res 
fined products should not be less than «1.20 and that 
wl,cO does put it into cempetitive equilibrium with the 
Gutbank crude at iegina cn the figures as they existed 


last June. 

(Dr. Brown V.125 P.14028) 

In my opinion, he saya, 
¢le20 is the fair price to do the job that is required 
of the crude oil price. 

(Dr. Brown V.125 P.14029) 


‘Then in. the discussion as 


tc whether we might have two prices for our crude here, 
he says, to have two prices is fraught with dynamite and 


almost impossible. You would have to have a complete 


monopoly and pay a uniform price for all the crude that 


is produced in the field. Everybody wculd want to sell 


his oil at the higher price. 
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He says if any change is 
made in the price it should be higher. 
(Dr. Brown ¥.125 P.14045) 
And under the present con= 
diticns he thinks it wculd be a mistake to extend the 
market. 
(Dr. Brown V.125 P.14052) 
I am firmly convinced, says 
Dr. Brown, that any effort to maintain one price for 
crude which goes to Galgary and another price for crude 
which goes er kegina is hopeless. I do not see how that 
can be done. 
(Dr. Brown V.125 P.14054) 
The present condition is 
that @ price which is arrived at by trial and error and 
by combinrd judgnent to put the crude in ccmpetitive 
balance at kegina-, 
I think that price has been 
arrived at very closely. 
(Dr. Brown V.125 P. 1405¢) 
And I do not consider that 
the price is now fixed by the major companics, 
(Dr. Brewn V.125 P.14058) 
‘It play appear that it is 
their best judgment which sets the price but ultimately 
the price is See fixed by the competitive equalibriun 


reached at Regina. 
(Dr. Brown V.125 P.14058} 


He says I think the best 


thing this Province can do for this natural resource is 
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to maintain orderly development of the oil fields under 
a thoroughiy stabilised price structure, particularly 
if that price structure is gcing te be satisfactory for 
the development of the field as it now is. 

(Dr. Brown ¥.125 P.14061) 

In my opinion, says Dr. 
Brown, the present market is about the econoriice market 
that should be supplied by the crude and that the field 
will develop best when it is supplying its economic 
market as it now is. 

(Dr. Brow. V.125 P.140€2) 

He says a fair price for 43 
gravity is approximately .1.50. A few cents one way or 
the other is of course undeterminable. 

That takes into consider= 
ation the new pipe line rates, the Loading charges, the 
present transportation arrangesients and the present 


throughput and the present derand. 


(Dr. Brow. V.125 P.14100) 

I believe, he says, that 
the price of }1.é0 or approximately that figure will be 
reached in a short time due to the play of economic 
forces, providing that there is no effort to seek a wider 
market for Turner Valley Grude and assuming that the 
competition continues to be on a basis of ¢1.10 Cutbank 


and that there is no appreciable disturbance in the 


price of Illinois crude. 
(pr. Brown ¥.125 P-14101) 
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Turner Valley producer will not lose any woney per day 
if slightly less crude were run at xnegina and the price 
were increased from .1.27% to .1.50. ‘Therefore I bee 
lieve apprcximately :1.c0 is a fair price. 

(Dr. Brown ¥.le6 Peper) 

He says, I accept the 
formula for arriving at the value cf the crude at the 
well that was prepared by iir. sicGrath in ixhibit "269". 

and based cn the present 
operations at Regina and the market being supplied I 
believe that to be a correct estimate of the relative 
value of those crudes. 

(Dr» Brown V.125 P.14122) 

He says that the pipe line 
Saving should gc intc the price of crude for if not the 
price of crude will he put out of competitive balence. 

(Dr. Brown V.125 P.14124) 

Now that is what Dr. Brown 
has to say and what Mr. LeSueur has to say and I think it 
might interest the Commissioners tc know what some of the 
producers in the Valley had to say about the price that 
has been posted in the fieid for crude. 

iire Mayland,and I am stat- 
ing this part very briefly, ire Mayland said that the 
producer can afford to seil his oil at »l-02 am not take 


ea loss. 
{ihe He siayland Veoe P.7616) 


He said, I think that ¢1.00 


is a fair price and that it will allow us a larger market. 
(A. He Haylend V.64 P.7628) 
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That |1.00 price of course 
is based on 44 gravity. 
(A. He Mayland V.64 P.7668) 
He says, everyone is going 
jos eh Uetbal aoe at Seg a aa Oi ae aS 
(A. H. viaylane V.64 P.7669) 
i.Ye We Ue Fisher, another 
inaependent producer or an independent producer Bald, 1 
think a «1.50 a barrel is not too much. I doubt if we 
could get through under *1.50 a barrel. 
(W.C-Fisher V.66 I.7846) 
lire f@. Fe. Reeve said, I 
am satisfied to leave the posted price as it is, but I 
think the 5g cents should be passed on to the producers. 
(F.F.eneeve V.67 P.8051) 
Mrs Ke B- brown hala eel 
would naturally like to get a higher price for crude but 
if it is not in the best interests of the industry, I do 
not think we should hold out for it. 
(n2a-Brown V.72 P.8540) 
Tf a higher price or 
crude was going to prevent us from supplying the Sask~ 
atchewan market, I would not say that it was in the best 


interests of the industry. 


(ReAs Brown V.72 P.8562) 

Mr. tilller of the British 
American 211 Company said that the views of thrt company are 
thet thoy study the posted field price in Turner Valley 
carefully, that they consider it fair having regard to 


all the economic situations that enter into the setting of 


Buch price. (A.-H.ijiller V.99 P¥11184) 
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Now, iir. Chairman, that 
brings me to the third larse sub-head under "The 
Production of urude Oil", namely, Conservation". 

LAJOR LIPSITT: w+ Nolan, if it would 

not be interrupting you. 

iiRe NOLAN; No « 

LAJOR LIPSLTT:; Does that 47 cents that 
luxe Brown said was necessary for \vinnipeg, weuld that 
hav; t) go on all the crude produced in Turner Valley 

or only what went intc \Jinnipeg. 

Move NOLAN: Well as I understand it, 

he arrived at it this way, he said that the freight from 
hegina to Portage la Prairie was 4 cents a gallon; from 
regina to Portage was 4 cents, he said that the freight 
frem hegina tc Winnipeg is 4-48 cents a gallon, which 
makes it necessary to absorb the 4 48 cents per gallon to 
get the product into Winnipeg. Now in Winnipeg he says 
there is a freight differentirl in favcur of the materials 
coming West from iort Willian and this must alsc be 
absorbed by the products seeking this market in Winnipeg. 
He says the freight from Fort William tc Portage la 
Prairie is 5.2 cents per gallon, while the freight from 
Fert William to Winnipeg is only 4 cents per gallon, 
therefore there is a .48 cents on the one hand and this 
1-2 cents which must be absorved by the refinery or by 
these products if they are to reach the Winnipeg market, 
thot is © total differentail of 1.68 cents per gallon 
which he says amounts to 47 cents per barrel of crude. 


If we wish to extend the 


market of the hegina refinery to winnipeg, Wh2Ch 26 8 
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distance of 66 miles,to absorb the competitive dif- 
ferential in the price of crude, it will be necessary 
to decrease the price of Turner Valley crude by 47 
cents a barrel. Between Portage la Prairie and Win- 
nipeg 500 barrels of Turner Valley crude are required, 
in Winnipeg 1250 barrels, total 1750 barrels, which 
would be fun in addition to the present run if the 
price of Turner Valley crude were decreased by 47 cents 
a barrel, if Turner Valley producers supply 10,000 haz~ 
rels and if we cut the price and they supplied 11,750. 
Their present return on the 10,000 at 41.20, they 
get ¢12,000.00, but on the return of 74 cents on 11,750 
barrels they will only get ©8,577.50, or a lower gross 
return of $2,422.50. I hope I am putting this clearly 
end accurately and I am sure tire Cottle will correct nme 
_if IT am wrong, and that I take it to be a cut in the 
price of Turner Valley crude of 47 cents throughout. 
iilte FRA WLiGY : Unless you have a market» 
ing Board or something. 
MR. NOLAN: Unless you have something 
like that. Were you going te say something, ir. Chair- 
man. 
Mike CHAIRMAN: . Yes, I was going to ask you 
af > you would like @ recess. 


ikke NOLAN: Thank you very much. 


(An adjournnent of five siinutes was here taken) 
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Re NOLAN: That brought me, before 
we rose, ure Chairman, to a discussion of conservation, 
which as I have said I have put under my main heading of 
"The Production of Crude Cil", and that is where it 
properly belongs. 

Dr. rey discussed vefore 
this Coumnission the historical background of the concent 
of conservation. 

(Dr. Frey V.184 R14935) 

He made reference to the 
Dewitt case. 

(Or. Frey V.144 Rl4939) 

And the case of the Ohio 
Oil Company versus Indiana, 1893. 

(Dr. Frey V.154 P.14948) 

He said in 1915 the 
engineers began to recognize that there was a relation- 
Ship between gas and cil; 

(jr. Fréy Vslb4 Pee os) 

sud that in 1920 there was 
& recognition that two forces were in conflict, compet- 
itive drilling ana conservaticn. 

(Dr. Frey Ve134 P.14953) 

vhat in 1924 the Federal 


Cil Conservation Board was established. 


(or. Frey V.134 P.14954) 


He says the Cklahoma Law of 
1915 was not really put into operation because of the War 


but that in 1926 things broke loose in the .,id-CGontinent 
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and the old Oklahoma Law was revived and used. 


(ur. Frey V.134 P.14957) 

He seys in 19¢0 the wast Texas 
fielé was discovered, and in 1931 the Texas Law was 
brought into force. 

(Dr. Frey V.134 P.14958) 

That there was a referendun 
in California to be decided on November "7th. 

(Dre Prey Vslb4 Pal496)) 

The result of which I am 
afraid I do not even know. 
hike FRAWLEY: The referendum on the 


SoxKineon Hil in. valifornia. 


site NOLANS: TeSe 

Me. FRAWLEY: No I @o not know that 
el¢her. 

ikke NOLAN: Perhaps you will resiem>der 


he did tell us there was a referendum coming on in 
California on the 7th of November. 

TH CHA Thus WN: lire iahaffy, were you 
going to say something 

hitte WAHARFY: The newspaper report, iif. 
Chairman, was that that referendum was defeated. 

tuite NOLAN ; We Gan. Look Lb. up 40 1% Ge 


of any interest. 


He says that some of the 


States have no conservation or proration laws at all. 


(Dr. Frey V.1é4 P.14961) 
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He says that i:ontana has no 
conservation law other than an obvious one concerning 
drilling and spacing. 

(Dr. Frey V.184 P.14962) 

That the Connclly Law in 
the Jnited states prohibits movement in Inter-State Con- 
merce of oil that has been produced in violation of State 
Law. 

(Dr. Frey V.134 P.14963) 

He says that the inter= 
State Cil Compact is working toward uniform conservation 
laws. 

(Dr. Frey V.134 P.14963) 

He says that the break-down 
in the United States in conservation is caused by three 
things; 

(1). Spacing laws have too many exceptions to them. 

(2). That the potential is determined on a short 
flow period, and 

(3). That the field allowables are often set on a per 
well basis without regard tc the capac*ty of the 
individual well to produce. 

(ore Frey V«lG4 P.14967) 

He said, proration is one 
cf the ways by which the equities between Pools and 
States can be recognized and it also has a bearing on 
conservation in that uncontrolled prcduction in one 


field might necessitate action in another field which 


is anti-conservational. 
(Dre Frey V.164 P.14967) 
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iy conclusion, said Dr. 
frey, is that all oil fields and every oil well in the 
field should be produced in such manner es to produce 
the largest practical quantity of oil from that well 
and field and that every engineering effort should be 
made to prevent the waste of oil. 

(Ir. Frey V.134 P.14967) 

Where there is a spacing 
pattern and where there is pro~rateable takings, based on 
engineering findings, the rule of capture disappears. 

(Dr. Frey V.134 P.14972) 

And reteable takings, says 
Dre Frey, means that every well in the field is given a 
rate at which it will produce efficiently, according tc 
the findings by engineers of the capacity of that well to 
produce. 

(Dr. Frey V.154 P.14972) 

You cannot have overproduction 
under a good conservation prograniie- 

(Dr. Frey V.134 P.14975) 

You can have true conser- 
vation without a Conservation Board undertaking to con- 


trol drilling. 
(pr. Frey V.164 P.14976) 


He says that if a person is not 
in a position to drill by reason of a lack of funds, there 
ig an unfortunate economic situation, but it does not 


spoil conservation. 
(pr. Frey V-234 P.14976) 
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vonservation is not setting 
up the system by which every owner of the surface is 
equipped with the necessary funds to carry on commercial 
activities but is the system of getting the most out of 
the ground with the least possible waste. 

(Dr. Frey V.134 P.14976) 

He expresses the view 
that wild-catters are important because they are the 
ones who go out amd make finds. 

(Dr. Frey V.134 P.14986) 

and his opinion is that the 
best developments are unit pool developments. 

(pr. Frey V.1¢4 P.14986) 

He says, I ao not believe 
that under a competitive system it is necessary to force 
unitization to the point of complete commercial control. 

(Dre Frey V.134 P.14986) 

He says I think our theory 
of uniform well spacing and pro-rateable taking 18 a 
compromise where you rave divided ownership. 

(Dr. Frey V-134 P.14989) 

And the value of the gas- 
cay to the oil and the value of the oil to the gas-cap 


is in the ultimate analysis an engineering problem. 


(Dr. Frey V.134 P.14994) 
But it involves so many 
interesting sidelights of equities that it fails to get 


down to engineering. 
(Dr. Frey V.1é4 P.14994) 
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Then in a discussion with 
the vhairnan where it was suggested that under the Uon- 
servation laws of Mverte the Kkule of Capture is very 
much alive in the sense that when John Smith drills a 
well, there is no law that I know of that protects me 
if I am to keep that which I am entitled to, he says I 
dO not think that conservation as practised here has a 
tendency to eliminate the small producer. 

(Dr. Frey V.134 P.14999) 

and (Dr. Frey V.135 P.15006) 

IL do believe that it is not 
possitle to work out a conservation scheme purely as a 
formula. <aAny scheme has to be tinctured with a practiaas 
consideration that results from divided ownership» 

(Dre Frey Ve1$5 P.15007) 

I think, he says, the 
problem of equity is always present in the event that you 
have divided ownership and a difference in the period in 
which parts of the field have been developed. 

(pr. Frey V.135 P.15008) 

Qne must assess the 
damages that are likely tc be done 4s well as the benefits 
to be derived and the scheme should be a balanced plan. 

(pr. Frey V.135 P.16009) 

I think, he says, in 
developing a plan we should have to consider the engineer-~ 
ing as well as the equities anc the equities as well as 


those of engineering. 


(pr. Frey ¥e135 P.15010) 
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bir. LeSueur gave it as his 
opinion that conservation receivei its impetus from the 
chronic state of over production during the past ten 
years. 
(sir. LeSueur V.135 P.15109) 
He says, the factors 
which appear to make it reasonable to expect that the 
periods of over-production will occur wits less and leas 
frequency and be less severe, are: 
(1) the finding nf oil in the United Statea 
is becoming more difficult as the more 
obvious structures are eliminated. 
(ir. LeSueur V.135 P.15109 ) 
And the finding rate of 
crude outside the United States is greater than the 
finding rate within the United otates. 
(hire LeSueur V.185 Ps15109 
(2) There is a marked trend in recent years by 
ma jor companies to increase reserves nore 


rapidly than production. 


(Mr. LeSueur V.135 P.15110) 

He says this trend is 
evidenced by the Connelly Act and the IntereState Oil 
Pact towards closer co-operation between the Oil Produc~ 


ing States in the matter of sonservations 


(ire LeSueur V.135 P.15110) 
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And the natural and 
logical trend of making conservation more effeCsive by 
a wider and more uniform application. of its principles, 
possibly through some Central Federal agency. 

(Mes Le Sueur: Velobuiw oe 

He says that tne rule of 
capture is generally regarded as the "bad boy" of the 
erude production industry. It is in reality largely a 


recognition of certain facts; 


(Go DO pace) Lb, 725) 
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Wa? The physical fact that oil and gas are of a fluid 
nature, found compressed into closures under extremely 
high pressures and therefore subject to ready migration 
DOO De ot lower: pressure. 

(ob) The fact that the best petroleum Soe tates cannot 
estimate with even any aporoach to accuracy the vortion 
of the oil or gas content which should be allocated to 
the (ditterent (divisions ofthe surface overlying the pool. 
until reasonably full knowledge of the pool has beeh 
obtained. 

(ec) The fact that knowledge of the field, in practice, 

SCanuot, be,-Obbai ned Until: a great deal of drilling has 

been done and a considerable amount of the pool content 

extracted and even then the conclusions must be varied 

and adjusted from time to time as more and more knowledge 

of the field is obtained. (lr. Lésue ue Wie Wee Wea en 
He says the go-called "rule of 

@ooture' in sy opinion, exists;wherever the surface over=-lying 

pepool 1s subject to, divided. ownership. He says that fareizsn 

fields have enabled the oil industry to maxe various tests of 
ie senerite of the unit overation. (Mr. LeSueur N. 125 Pa thi 

And that unit operation has; without doubt, proved to be the 

ideal way of operating. He gives the reasons; 

(1) The operator cance omplete exploratory work before formlating 
his plans for exploitation. 

(2) Can adopt a plan of well spacing which appears to fit his 
particular field. 

(3) Cen conduct his operations in the manner which wil: give 
him the cheavest recovery and the maximum ultimate recovery. 


(er. LeSucurivi. 126.2. plc} 
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(4) Can utilize the most modern methods of pressure 
maintenance for the benefit of the field as a whole. 

(5) He can adjust tand re-adjust his plan of operations from 
time to time as his constantly growing knowledge of the 
characteristics and conditions of the field may eehaty 

(6) He can driil up the field as rapidly or as Slowly as the 
market demand for his brand of oil warrants. 

(Mr. LeSueuwr V. 135 , 152i2) 
Then Mr. LeSueur goes on and says: 

Mit two or threeproducers control the buntane: the conclusion 

of a volunatary agreement fur unit nperation is possible but 

not easy." (Mc. LeSueur VY. 185 BP. 15112) 

"If the field is in an early exploratory stage the expense of 

Bur eee peelopizing and of the first exploratory wells mould 

peoveply be GCivaded on acreage held.” 

(Mr. LeSueur V. 135 >. 15113) 

"But when the reserves have been approximated, the division of 

burden and benefit would probably be based on reserves." 

(ir, LeSteur V. 135 @erisi72) 

"If one company requires more oil for its refinery requirements 

thar another, a formula has to be worked out." 

(Mr. LeSucur V. 135 P. 15113) 

PYO make 8 Unit operation just and Seen 6. the executives must 

approach the problem in a very broad and far-sighted attitude 

and must be preparcd to revise their agreements from time to 
time on the same far-sighted basis." 
(er. LeSueu V..185 2. 2eli3) 
Now, he says: 

"here there are a large number of producers the difficulties 

of a voluntary agreement for unit operation become almost 


insurmountable " (Mr. LeSueur V. 135 P. 26174) 
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"There are also the interests of royalty owners." 

(Mr. LeSueur V. 135 P. 15114) 
"The proportionate value of the pool allocable to each 
surface owner and tc each royalty owner cannot be estimated 
Mith any avorevech to accuracy." 

(Mr. LeSueur Vs. 23678. 25105) 
mPressure maintennnce does not affect individual wells 
uniformly." (Mr. LeSueur V. 135 P. 15115) 
NWAs field develons, estimates have to be adjusted from time 
to time. Any agreement for satisfactory unit operation must 
be flexible." (Mr. IeSueur -Y. 135 &. Leite 
eiiese Gitficulties make voluntary agreement for. unit 
Operation amongst a large number of producers and royalty 
owners practically impossible and, even if worked out, 
extremely difficult of satisfactory realization and enforcement." 

(Mr. LeStueur VV. 165 Pa Deddes 
"Conservation is a measure of approximation towards unit 
operation." (vr; LeSneur V. 135 2. 25125) 

He says: 

"It may be said that the Conservation acts of the various 

States take the following form:(Mr. LeSueur V. 135 P. 15115) 

(1) A definition of waste sufficiently broad to cover 
conservation of reservoir energy and in most instances 
sufficiently broad to cover the productiom of oil-“in 
excess of market demand. 

(2) «a prohibition of all waste. 

(3) Provisions for netice to parties affected to enable a 
full hearing of their contentions and with the right of 
appeal to a higher Oourt."(Mr. LeSueur V. 135 P. 15115) 

He says that conservation 
would produce greater benefits if it were nation-wide. 


(Mr. LeSueur V. 135 P 15116) 
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and that there are two schools of thought. 

The first is that scientific, efficient production should 
be the determining principle. This: seoo lt ied teve gaat 
efficient production reduces the supply to a point where it 
does not satisfy the demands, this deficit should be made 
up by more intensive orocessing or by the importing of 
additional sup lies of crude. 

im case, ite results, dm ean .xcesge of 
produce tion,s it, should. be; taken, care. of by. exporting more oi] or 
Dy Obteining wider and new uses’'for oil. 

The other school is. of, thie 
Opinion that production either above or below current require- 
ments constitutes economic waste and that the determining 
factor in conservation should be keeping the supply in 
equilibrium with the market demand. 

(ore LeSvemra: Vas lo5ucPy aes) 

fe. Says: 

"In Turner Valley conservation has served a useful purpose. 
Development could not have proceeded in as orderly a manner 
without the pro-rating resulting from conservation. 

(Nes DeSueur Ve 125» .eidbiies 
And conservation brings more scientific methods. oe oS 
brought a system of periodically ascertaining gas-oil ratios 
and bottom hole oressures and of insisting on well Spacing. 

(ren seSueur:s Va Shs sa ee ers 

~e savs the Company commends 
the growing tendency towards discussions between the Conservation 
Board and the operating comnanies before the issuance of 


orders. (Nr LeSueur Vie Loiee Par 26118) 
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He says that his first 
contact with Turner Valley was in 1933, and that the gas was 
rapidly disappearing and it was anticinated that the supply 
for Calgary would last a very short time. 
(rita LeSueur Vy) ob. ey Sig. 
He said it was decided that 
thet the only way we could preserve the supply fcr Calgary 
was by purchasing and by consolidating a certain section of the 
Pie) ds iG wes?oub of the question to consolidate, the 
whole field. (Mr. LeSueur VW. 125 -. 15120) 
de gaid that the Company did 
GOonusolidate .the central section and the northern section of 
the gas-cap under one ownership. 
"We shut in all of the wells that we estimated were injuring 
the volume of gas content and have operated the central and 
north part as a unit. The operation has been good with very 
low ee in pressure. tie. LeSueur Ve LAB Ue 
It.is.the . satimate of ,the 
Company that there is a supply of gas for 3C years for the 
City of Calgary. 
We are only using in that north area about 9% of our potential 
to supply the requirements of the market we have. 
(tir, TeSueur, uve 136 Pelbisi: 
1@ Says: 
"ye have expressed our »vosition as being quite Willing to take 
any reasonable amount of gas from the south up to thei» pro- 
portions for Supnlying to the city and I believe other producers 
would be quite willing to turn in the gas, but the difficulty as 
to find an economical way of handling it. The pressure 
required by the gas company at the scrub»vings plant is about 


325 pounds and it is impractical from an economic point of 
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view to bring that up from the south end of the Valley. 
né says that various methods 


are being studied now. 


(Nr. TLeSueur  V. 135 P. T61el) 
ne says. 
"Te have to put baek into the ground all that we have made 
out of the gas-cap and the return will be extremely slow. 
(Mr. “eStew ie SBT med ees 
me Says that there is no idea 
at all that we will wish to purchase the welis in Turner Valley. 
He says a well produces 50 or 60% of the total production 
tiat it will produce during the first two years. After that 
you have to pump and there is no attraction in purchasing a 
‘ well that has had the cream taker out of it. 
(My. TeSueur V. 155 F. kpiag, 
He says: 
"Our viewpoint is that the ultimate objective of either 
principle of conservation is economic and that invclves that 
the situations as they arise must take into account the 
equities and the economics of the situation must be considered." 
(Mr. LeSueur V. 136 P. 15166) 
Mr. LeSueur coneluded by saying 
that so far as the gas contract was concernet and the 
‘ abscrption plant gasoline 
fe are quite ready to discuss the matter round the table 
with anybody and our gas engineers are canvassing any 
possibilities of meeting *he situation in as fair a compromise 
position as is possible." 


(Mir. LeSueur V. 126 B, 159%) 
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Now Dr. Frey says, in summing 
up these matters pertaining to conservation: 
(1) The first element in production is that of rigk. 

(Dn. Frey” Vi) Loto e cee eae 
(2) “xploratory work which often is wild-catting should 
not be discouraged by rigidly governmental control. 

(Dri Prey Vo US? ey as2s5) 
(3) Unit operation is an ideal towards which drilling and 
production should be directed but this is difficult under 
divided ownership. (Dr. Frey 0 V4 127 © Pontes, 
(4) Uneontrolled production - that is working under the 
rule of capture only - is destructive to the welfare vf the 
State and industry. (Or. Brey Ved Sy Paw easoe 
(5) ‘Sonservation by Government intervention is consequently 
necessary to ameliorate the effects of the rule of capture 
or to secure the nearest equitable aoproximation to unit 
operation. . (Dr. Brey Vs 237 Pel deeeo 

He says that the Conservation 
Board should b= given wide powers. There should be definitions 
of waste. There should be provisions for hearings and on 
the basis of those hearings there must be findings and on the 
findings there must be rulings. 

(Dr) trey V.01S7' (2, 1ao7ey 
And that there should be recourse to the Oourts. 

lors Frey (Ve-lLey 8s Tees 
His sixth point was that the general characteristics of this 
plan are to be found in the Act now before Congress in the 
United States, a copy of which I think has been filed. 

(te. Frey Vel 67 Ps 15358) 


(7) Since regulation of the rate of flow is essential for 
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the application of best engineering practices, there is the 
necessity for the developmat of larger practical potentialities 
than would be necessary for open flow competition. 

) (Dis, Frey: Maclah« Bu esse) 
(8) A drilling pattern conformable with economics and 
engineering considerations and rateable takings based upon 
the functions of the well and pool. 

(Dp. nest bene 1 Bie Winelya ae) 
(9) Drilling incentive being essentizl due to antichrated 
profits is influenced strongly by two factors - quantity and 
price. ibr. Frey VatlS 7s Peal ooe) 
(10) Price is determined on short swings on a competitive 
basis without regard for costs. It is influenced by the 

Cxtens of use, the. economic fringes, the law of diminishing 
returns and the marginal well. 

(Drs Frey Ve, USt Bl Wbes8) 
(11) Excessive drilling tends to be curbed by reducing 
the pro-rateable takings to uneconomic levels. 

(pr frey- yViewid') » Beer ube 58,) 
(12; The decline curve of production nt only affords an 
cpportunity for new wells but demands them. 

(Drs Frege Vi loves Pa Tbe 

And that brinzs me to a 

consideration of the "Field Contracts," another heading 

under production of crude oil. 

ire LesSueur <n shis eyidenee, sarc 
that the Royalite Oil Company has about 50 contracts for the 
purchase of erude oil. (Mr. HeSveur .M. 13h.) 3.,4.b0be) 

He says ‘ith three excentions 


these contracts carry no obligation on the vendor to sell 


he ea cide 
. : : Pe nie 


coe Phd ws ates sd ee Ae 
(SRCAT 6 OE YP ee al rence 


ps 


at ste 


Me pes ice 
fan -Beiochons ahh oes 

in Deeee. eo neaet 2 Lagann find 
ata ee: bene, kipy ont 0.8 


" sity 


(uset 3 ASE ee Sabi ah alin ak ie 


reac 


Me atitaao. + # rawtes ~ med | etanoee® - sae 
(GECEL..as: . TOL oe OP at WE Sala uae 
@ete is otinan et ae a At fbde feo peubenaten oe 
wet ad heose ee x te aL «atsoe mt trage f 

eux k herp ttt Be aie athe, some pinoslone hat 
Ms ; ‘a Shae j i mii gia i 

ad ReE | ee ey eae apr 
eciouvber ta & Seen ee: as dhaee + tha 


ee 


oe POW ay ogerserine: we 

[OGRAY <8 4 SR tree sath oe ~) 
zeimors te. eles eae Oks nubore 29.) id ee 
note abdanet: ee # vise wee. tain 
(Oesr 8 HULLS ea ee rae it 
. &.>% 9 eee dodt.. bean ia fit 2 

gribeod raidose “— seek oat 
Pe Beehive. on Als <cOube 
Par Sot atoowtace 08 rv P . 
| ete 
uO. var OGL os, oan 
ibuoates> ® cenit odRey | 
ibaa et oni iy Sie ee 


~15,733- 


HM. G. Wolemick, o. 


the production of any well which he brings in in the future. 
The first exception was Commoil and the second exception 
West Turner. The third exception was the York. 
AS to one of these exceptions we were obligated to coutribute 
625,000.00 a well and if we contributed a would have a right 
to the crude. ey G10 not cally on ws, to. contmibuse. 
(Mr. LeSueur V. 135 P. 15052) 
In the case of York Oils, the third exception, the Royalite 
was interested in the well and if York Oils exercised certain 
Options and drilted to production, Royalite was to get the 
udvrntage of purchasing the crude. The fact is that these 
options were not exercised. (Mr. TeSueur, V« 235) Pe 25052) 
viow he says the Royalite owns 
and controls under contract 713% of the production of the 
field, based on the allowables now in force. In. L938 our 
refineries took about 59% of the total production and the 
balunce of 124% was turned over to the other refineries for 
their needs. We were willing to turn over any oil, he says, 
beyond our requirements, to these other refineries at the 
posted price plus pipe line and handling charges. He 
says he did not think it was altocether a matter of grace, 
at least not in vractice. (Mr. LeSueur V. 135 ?. 15054) 
He pointed out that The Oonservation Board gets nominations 
from the refineries in alberta, Saskatchewan and Manitoba 
and on the aggregate of those nominations they set the total 
allowables and also the allowable for each well; that each 
well is entitled to produce its allowable and if we do not turn 
that oil over to other refineries we would have a surplus that 
would have to go into storage, which, of course, in practice 


is an impossible situation. (Mr. IeSueur V. 135 ®?. 15055) 
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im Gs, Nolan, kK. G. 
He says: 
"We have evolved no definite policy in the case of a refinery 
or other responsible persons desiring delivery in Turner 
) | Valley." He says that any contracts on new wells coming 
in will be entirely voluntary on the part of the producer. 
(ir. LeSueur Y¥. 135 P. 15057) 
Generally speaking, he says, 
Centrects,are, for the iife.of the well. There are 
four exceptions, which he set forth in his evidence. 
One well Was Tor Liyear from December 1sat,, 1938s, another 
well was from January 5th, 1939 for 1 year; another was for 
2 years from the lst of January, 1939, and the fourth was 
subject to termination on notice. 


(Mr. LeSueur Vol. 135 P. 15058) 


~ 


-_ 


He says that.a contract isa 
Sa. Ceuard 1 tne, evento a scarcity of. production. . but, he 
Says, that the evidence I think shows that that is not a 
possibility which need be contemplated very seriously at 
present. (Nr. LeSueur V.o leer Ps Goose) 
He says in October the receipts 
of the pipe line were not sufficient to fill the requirements 
at the rate desir2d and the Imperial Oil Refinery and the 
B. A. Refinery were cut back and the other refiners were 
1 given their full quotas. (Mr. TeSutur: ) Ve 285 JPelbeeg) 
He says that it was parely 
voluntary and he assumes that at the end of the month 
that would be equalized, but temporarily the cut back was made. 
(Mr. LeSueur V. 135 P. 15062): 
He gays the real risk the 


independent refiner fdces is whether Turner Valley can 
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Ee NGA is O's 
produce sufficient oil or have a practical potential 
sufficient to supply all the calls upon it. 

(Mr. LeSueur V.135 P. 15063) 
In 1957 the Ra:lway Commission quite properly took into 
account the potential possibility of a pipe line being 
constructed and on the basis of that potential competition 
they fixed their rates, at least they affirmed the rate that 
Bet elreedy abee xr put into force » 

(ir. LeSueur V. 135 P. 15064) 

Then he menticns Mr. Campbell's 
PIpe Wine end. ne said he te quite prepared tec ask the 
engineers of the cempany to sit down with Mr. Campbell‘s 
engineers and endeavour to work out the factual situation 
es closely as they could work itv out. He: Saye 
Me have arranged that the engineers will have a conference and 
try to work out the situation and by frenk discussion aeross 
the, table to get to the basic facts, because they are just 
as important to one of us as to the other." 

(lire s LeSueur i Vi Leb" “Pe Be0es) 

Dre. Fray tells us that it is 
not a general thing in the United States for the contract to 
cover the periou of the life of the well. There are some 
six year contracts. (Dr. Frey V. 131 P. 24614) 

He says the producer is in 
the position where the life of his wel is prctected, and 
the buyer is protected in getting a definite source of supply. 
Thon Dr. Frey puts the . hypothetical question 
"Who is hurt by these field contracts?" He gays Tis 
producer who wants tc produce more than the allowable of. 


the well which he may sell at less than the posted price; 
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that would be destructive of the posted price. 
(Drs Frey OV. “ogi eu iaee 
Or is it the buyer who wants to buy at less than the posted 
orice? (Oy Prey: Ve, Abt was 14622) 
‘ Mr. LeSueur says in his opinion 
it is a dangerous step to accept the principle of breaking 
contracts. (Mr. LeSueur  V. 166 Pm. 25205) 
Mr. LeSueur says: 
"Although we have contracts for the crude if a pipe line 
were built to Regina the builder would probably come to us 
and clarify his position and there would be no hesitation in 
elarifying that. position because if we could ship through te 
Regina more cheanly than we are doing now we would certainly 
ao vik. (Mr. LeSueur V. 136 P. 15204) 
r. LeSueur also says that 
in practice if these wells have that allowable we have to 
dispose of that allowable. We cannot store it, it is too 
expensive. (Mr. LeSueur V. 136 P. 15204) 
He says that he can assure the 
Commission that the present policy would prevail with us 
and we would see that the deman&d was supplied. 
(irs, LeSueUT | Ve o6 ire eae) 
Then reverting againto Dr. Frey, 
he says that the field contract should only be on a we'l to 
well basis, and not on a basis covering a large amount of 
acreage, except in special circumstances (as for example when 
a pipe line company might find it necessary to obtain a 
considerable volume to justify the construction) and except 
where the crude purchasing company has an interest in tre 
producing company, either by affiliation or marketing 


extensions. (Dr. Frey V. 137 P. 15843) 
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He says he can see 4 situation 
under which a lifetime contract is highly desirable and that 
from the standpoint of conservation in the United States they 
wish, under some circumstances, that certain producing areas 
had lifetime contracts with pipe line companies because of the 
/ competition between fields. or rey ‘Va Lor. ur. elpota 
He concludes by saying that he 
thinks it well that contracts should be allowed to remain 
Por whe 2iie of the well, but should be limited to. 4. well at 
a time. (Ors. Prey Ves bO Se boca 
niet, +r. Chabimen ent... 
Comnissioner, concludes my summary under the first large 
head of production. 
MR. FRAWLEY: You are not mentioning those 
telegrams passing between Mr. LeSueur and Mr.™nnner. in 
rather thought they were impcrtant. 
MR. NOLAN: You man as to what would 
happen----- 
MR. FRAWLEY: You. reserve the Drivilesero: 
inserting a buying charge when you were dealing with anybody 
exceph certain refineries? 
MR. NOLAN: Yes, we added in that telegram 
that was addressed to Mr. Tanner that was dated - well, I 
haven't the date, the right to insert a buying charge in 
} addition to other charges, and Dr. Frey expressed the opinion 
afterwards in giving his evidence on that point that in his 
Opinion that charge was proper and he likened it to what is 
called brokerage charges which exist in the United States. 
MR. FRAWLEY: That Ls BxnteL ey %o69" sud 
Bxnioit "670". 


MR. NOLAN: Now, Mr. Chairman, turning to 
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the question of Manufacturing. You will remember that a 
number of Exhibits were put in through Mr. McGrath and those 
Exhibits were to give to the Commission and to the Accountant 
) to the Commission the picture of the Manufacturing costs 
and Expense. Those are to be found in Exhibit "280" which 
is Income and Expense Statement of the Calgary Refinery 
for the year 1938 and the Income and Expense Statement for 
bie —yovunce Of alberta, which’ is Exhibit "281", bothiof 
whieh were put in through Mr. McGrath. EXNLOLU "eve" pe 
a Oomparative analysis of the Marketing Expenses in 
(ieee Geri Division of the Imperial Oi] Limited. (1G is 
based on what is called the S-509. Then =xhibits "300" to 
Po Tt eenoueorreter to. Well, Exhibit. "S00" was merely 
) © sa6éeus repiacing Schedule © of Exhibit "281", showing 
Goiewmerketing costs for the year 1938. Exhibit "301" was 
a statement showing the breakdown figures included in the 
S-309 statement, which is Exhibit "282". Exhibit, "S06" 
was a Statement showing the product specifications for the 
Calgary refinery for gasoline products. Exhipiv "6ga" 
was the Product Specifications of Kerosene and Fuel Oils. 
Exhibit "304" was a breakdown of certain items in Schedule 
oO Oleh, “aout, Exhibit "305" was a breakdown of 
certain miscellaneous Revenue. Exhibit "S06" 13.4 
breakdown of the Administration and General Expenses. 
Exhibit "307" was a breakdown of the general and administra- 
tion expenses appearing on Sheet B of Schedule 2 of the new 
Exhibit "B00". Exhibit "308" is important, Sir, and 
one which doubtless will have to he ccnsidered with some 
care. It shows the spread. It shows the Sales and the 


Gross Income of the Company and it shows the Refinery Profit 
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On Erouuction. - I will go at once to n310" because "509" 
has been disregarded by everyone as being too theoretical. 

‘ "S10" was a statement showing the effect of volume on” 
manufacturing costs over a period of years, Exnioie Vole 
was the statement of the assets and liabilities of the 
Ualeary Refinery. This last statement, Exhibit age BA 
was to show the capital employed. It has a reserve for 
depreciation in it as of November lst, 1938 of $3,444,126.25, 
leaving the net depreciated value of the plant at $1,845,142 

(J. McGrath vV. 76 P. 8900) 
The cost of the Calgary Refinery equipment is $5,289,267.42. 
DY. Brown Made a4 ¢eriiical 

} Pyialvere OF these Ezhibits and before doing so he told us 

that he had made some study of the operations which the 

Imperial had in Calgary and that he had seen their plant; 

that he had examined the cost statements which “'r. McGrath 

had brought from Toronto and he says there are two ways a 

refinery can operate. One is to run for Six MOnEae out oF 

the year and shut down, in which case they would have also tc 
have twice the capacity than if they could operate the 

plant up to the cavacity 12 months out of the year and then 

store the products during the winter and ship them out during 

the summer. 
He says he believes the Imperia’ 
has found it morc satisfactory to operate on that basis, 


that is to operate the plant practically up to capacity 


‘ 


12 months of the year. 
He says that the Imperial Oil 
has purchased storage tanks so that ‘uring the winter months 


they are processing distillates that cannot be marketed at 
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that time, but which will be marketed the following summer. 
(Or, Brown View 0 lies eas 
He says if they operate that 
way it means they must have more capital tied up in semi- 
finished products and more capital tied up in storage tanks, 
or on the other hand they have a plant of smaller capacity 
able to serve tie same community. He Seys there eye 
balance between the two and as a general rule he thinks it 
16 more efficient,certainly, and usually more eecnomiaal, 
to put in the additional storage and ocperate the plant ag 
bear capacity as practicable for 12 months out of .the year. 
Mr. MeGrath says that 70% 
Se eelersstes trom Caleary Kefinery are made. in .sixemontis 
and 30% are made in the remaining six months. He says 
mie Operate the Calsary Hefinery , at an even rate throughout 
the year and store the products to meet the demand in the 
six months during the summer time, consequently they have a 
large tankage." Gia MoaGra tli aV el 76 ube wee 
Dr. Brown entered into short 
discussion as to skimming plants and he says that in his view 
sometimes they are dangerous and no community could depend 
upon such an operation to really meet its requirements. 
Then referring to Exhibit "310" for a moment, he showed the 
effect of volume on manufacturing costs and pointed out 
that the cost per barrel in 1933 was 84.24 cents and in 1936, 
43.31 cents. He says the increase in throughput from 194338 
to 1938 has practically halved their cost. The actual cost of 
orocessing crude depends in a very large measure upon the 


amount of crude processed through the refinery. 
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He says that this one factor 
makes more difference than practically all the rest put 
together. He says that the Refinery at Calgary depends upon 
its own personnel to keep /the plant operating in an efficient 
manner and that it has to have the proper shop facilities 
| and expert technicians which could probably be dispensed with 
to a certain degree in the United States.(Dr. Brown V.77 P.8922) 
Now, referring to Exhibit 
"308 C™, which we call our spread statement, he says that 
aoes not represent the actual cperation of the Imperial 
helinery for tne yeer 1938. But he says that it represents 
what would be the results of their oneration in 1988 if 
prices had been constant throughout that year, and he says 
imevethe Cigureseiven there in that. Exhibit "S08C" clearly 
portray the costs. He says that these figures, as I point 
emt to you clearly portray the costs. He says in 1996 the 
imperial was processing 8 of a million barrels of crude 
for the British American Company He says that if they 
had not been processing this ¢rude in 1938 for the British 
American Company that their costs would have been quite 
different than are shown by Bxhibit "308 C"™. He says he has 
made an estimate in which he has pro-rata reduced the chemicals, 
Supplies, fuel and electricity, and that h’ estimates ‘the 
costs would be 59 cents per farrel instead of 45.01 cents 
per barrel, as is shown on Exhibit "316". He says that the 
exact figure processed by the Imperial for ivseif was 
7,972,384. barrels, and he says that that compares fairly 
closely with the figures given by Mr. MeGrath in Exhibit 
"310" for the year 1937, of 2,062,079 barrels at a cost of 


60.97 cents. (pr. Brown -V.. 77 -P.. 8924} 
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wow, he says that he feels 
that the figure given on Exhibit "308 0" represents a figure 
that might be taken at its face value subject to any 
correction that might be made in the depreciation. He says 
"3ut the depreciation in turn on the face of it appears 
consistent with the analysis presented by Mr. McGrath, that - 
depreciating about 15 years from the original cost of 
$5,289,268.00 as shown in Exhibit "311" down to the present 
value of $1,845,142.17. (Dr.? Brown | Vai ot hub reer m) 

He says that the depreciation 
of $283,000 for the year 1938 apoears entirely consistent 
with the figures. He says "If you take the $3,444,126 


denvreclation ver the 15 years and divide by LS it »comées out 


at $230,000 instead of $283,000.' He says ‘Office buildings 


and that sort of thing, do not depreciate as quickly as a 
erackine plant, and the latter shoulé be witten off 
entirelyringide, of.six or eicht,years.', He says ‘You have 
to consider what new construction has gone on during the 
past 15 years and which may depreciate pretty rapidly during 
the last two or three years," and these are his words, 

"IT say that the depreciation over-all looks consistent, 
but if it was taken on a straight line depreciation on the 
assumption that all of the ‘$5,000,990 was invested in 1923, 
and that all of it had depreciated at the same rate, which 
is not a sound assuMption, we would still have $230,090 
deprociation in 1938, which in turn would have decreased 
the cost of processing crude by about 2s cents per barrel." 


(Dr. Brown Vi. 70h we Pave oee 


(at this stage the Hearing was adjourned until 2:00 P. M.) 
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2:00 P. M, Session 
' MR. NOLAN: Mr. Cheirman end Mr. Commissioner, 


et the Adjournment we were in the midst of a discussion of 
menufacturing and I wes giving you some af the evidence 
Which had been placed before us by Dr. Brown. 
At the perticuler point at 
Which we adjourned a discussion héd ariSen in the evidence 
ae tovwhnether or not public utility principles should 
apply to refining. This is net quite in its order but I 
Should perheps mention it here. 
Dr, Brown says, discussing 
Povi some aa ty principles, we have either got. to) regard 
refining as a competitive industry in which there is 
competition, or else refining has become a public utility. 
if jt sne public. utility the 
way to handle it would be to grant a franchise to the 
Compeny for refining and then that one company would rerine 
all the petroleum and all the products needed fer this 
territory end the consumers could then come to the refinery 
and buy what the y wented. 
(Dr. Brown V.77 P.8947) 
He says, the costs of refining 
would be quite different under that method. 
(Dr. Brown V.77 P.8948) 
As Il find it here, says 
pr. Brown, it is s competitive industry with three or 
Pour rertaneries sabia Oana “ares products desired from ths 
Then the lowest cost refiner would be the 


crude oil. 


one which should set the price in e competitive industry. 
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The vest way would be tu 
equslize, he says, the operation of all the refineries 
who are marketing in the territory and figure out what 
is the cost to the lowest cost refiner. The small 
plant would not be the low cost plent. 

(Dr. Brown V.77 P.8952) 

If a refinery does :not 
produce all of the products it is eliminated frnm the 
anelysis. 

(Dr, Brown V.77 P8955) 

He says, a refiner, because 
Of conditions of free and open competition, might sell 
his third grede gesoline eat a low price, which will cause 
other producers to reduce their price for the seme preduct 
to equal his, then he is faced with the difficulty of 
getting rid of his residae from his skimming plant. 

This territory has .a limited 
requirement for thet residue and unless cne of the other 
plants is kind hearted enough to teke that residue off 


heeonenie hoe Will soon fill his tanks full of residue and 


£0 0uG of the picture. 


And then the people who can 
supply the products required by the industry will egain 
pein competition with esch other and that particular 


price of third structure gasoline will again rise. 


(Dr. Brown V.77 P.8956) 


He says unless a refiner is 


able to supply all the products required by the territory 
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he is serving he goes out of the picture, unless 
the other refinepies held en umbredin over his operations, 

(Dr. Brown V.77 P.8956) 

He says, when Mr, Mayland'ts 
new plant, Mr. Meylend's new refinery, is in operation it 
will heave to be considered, 

(Dr. Brown V.77 P,8960) 

And then he passes by Sxhibits 
m30e8" and "303" and says they are just specifications. 

(Dr. “Brown V.77 2, 6367) 

He says Exhibit "S04" is a 
Getelled analysis of the menufeacturing costs for the yeér 
1938 at the Calgary Refinery, end he says the item of 
657,975.92 for salaries is representetive of a reasoneble 
expenditure for supervision and general office overhead. 

(Dr, Brown V.77 P.8969) 

He says the different coniitions 
existing between lerge industriel centres in the States 
and Celgery will justify substantially ell of that expenditure. 

(Or. Brown V.77 Ps6971) 

He says the Pa fee or 
selaries are proper due to the conditions existing in this 
refinery snd in this part of the muntry. 

(Dr, Brown V.77 P.8972) . 

fa saya if 18 8 teir pay Toes 
for weges at Celgery, neving regard to the actucl conditions 


Which exist here, 


(Dr. Brown V.77 P.8973) 
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' As to repairs, material and 
other supplies, thet fieure will remain substantially 
consistent regerdless of the amount of cruée put 
through the plent, 

(Dr. Brown V.77 P.8974) 

He says the figure for 
chemicels seems reasonable considering the plant. 

(Dr... Brown V.77 P.8975) 

He seys the Engineering expense 
item would correspond approximetely to 10¢ a barrel for each 
oF the barrels of crude run through the stills’ at garnia, 

(Dr. Brown V.77 P.8978) 

He says these items are to Keep 
the comveny up-to-date in their processing and in their 
methods of treeting crude and it is the practice in the 
Stetes to frequently employ & research company to do this and 
thet their charges amount to ebout 10¢ a barrel. 

Hetssys.; 2 tink DV tee wery 
proper charge beceuse I understand Imperial does not operate 
eny licensed processing. They are all processes which are 
free for your own use or owned by yourselves. 

(Dr. Brown F.77 P.8979) 

“He says engineering development 
is cherged to Imperial by the stenuard Oil Development 
Compeny$3 Se ene share is »27,000.0C of that. 

He says the total of engineering 
expenses .17,000 snd the Technical and Research expenses 
of “2400 end the Zngineering development of 27,000 is 
approximetely 447,000, which is cistributed over 2,000 ,000 


barreis. 
(Dr. Brown V.77 P.8981} 
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He says 49% of the crude 
goes to the crecking coil end that would correspond to 
about 6 cents per barrel of material fed to the crecking 
coils. 

The smell operetcr would 
probably pay a royalty of about 10 cents a barrel on all 
materials to his cracking coils, in order to get the 
benefit of the corresponding development. 

(Dr, Brown V.77 P.8983) 

It appears, he says, that 
the custs in a locetion such as Calgery in Canada are 
somewhat higher then the refining costs or the expense 
in the United Stetes and from that standpoint the figure 
looks a little high to me, 

(Dr. Brown V.77 P.8985) 

He said the plant operating 
6t capacity about 6000 barrels a day for an operating cost 
per dey of $2400 at 365 deys would be sbout £875,000 a 
year, which comes pretty close as compared with this $935,000, 

He says, taking the whole thing 
into consideration 1 feel that the operating expense and 
cost would be regarded as reasonebly setisfactory. 

(Dr. Brown V.77 P.8985) 

He s*eys, I really believe with 
the new plant that the operating costs over-all will 
not be greatly reduced. 

(or, Brown Vo77 P.8988 

4nd then he turns his attention 
to Exhibit "SC6", which is a statement of the general 
administration of the Calgery Refinery totalling +,67,172.,05. 


(Dr. Brown, ¥.77. P.8995) 
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And he says if the Refinery 
was @ locel crgesnization it would not have as much expense 
as this for general administration overhead, on the other 
hend the seles effort would be considerably more, and we 
would find e greater ee due to more advertising expense 
end iu Tther seles effort. 

Frequently, he says, sales 
expense’ runs as high es 4 or 5 cents a barrel of crude, 

(Dr. Brown V.77 P.8996 ) 

He says, the small independent 
refiner operating one unit will of course have a4 sales 
expense to keer their products sold to the jobbers. 

(DEY Browney S77) P8997) 

He said I feel that a good 
part of what otherwise would have to be included as 
sales expense is cerried by the Central offices in Toronto. 

(Dr. Brown V.77 P.9003) 

He says the item of 427,000 
in Exhibit "304" for engineering development is paid to 
Standard Oil Developing Compeny for fundamental development 
and reseerch particulers, devouenine new processes or new 


methcads cf crscking end hydrogenation and catelytic 


operetions. 


He says the technical service 
item of £11,397.00 in Exhibit "306" is quite different than 
fer services of technical men to go out in the field to 
eliminate and explain the speciel difficulties that come 


up in the use of the products from the refinery. 


(Dr. Brown V.77 P.9011) 
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And that giving of service 
hes always been considered part of thse loed thet should 
be omrried by the Refinery end that the marketing expense 
is simply selling the gesoline, making the contrects and 
delivering it but not servicing the equipment on which 
it. is used. (Dr. Brown F.77 P,9016) 
He says that Exhibit "307" deals 
with marketing, (Dr. Brown V.77 P.9017) 
end he passes that up. 
He turns then to Exhibit "308" (a). 
(Dr. Brown V.77 P.9018) 
ne Sey s, 1146 aVeuire or 
70,470,971 gallons shows the actual production of all those 
products from Impnerial crude and casing-heed gasoline and 
crude naphthe which were run by Imperiel Refineries for their 
own account during the year 1938. 
(Dr. Brown V.77 P.9020) 
He said, 1 believe that the 
operation as presented by these Exhibits of the Imperial 
is really e very efficient operation as far as costs 20. 
I doubt if an estimete of any operation which is now 
contemplated will show costs that ere below that. 
(Dr. Brown V.78 P.9025)} 
I believe the Commission will 
be safe in taking thet, he says, es a low cost operation. 
(Dr. Brown V.78 P,.9026) 
He said any information of 
plants now constructed or to be constructed will make the 


investigation more thorough end to thet extent will probebly 
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eG. Nolen, K. a. 


place more confidence in the conclusions obteined, 

(Dr. Brown V.78 P,9027) 

turning his attention to 
Exhibit “308" (b) he seid the refinery spreed is the 
number of dollars received from the products of one 
barrel of erude at the refinery, minus the cast of one 
berrel of crude oil at the refinery. 

(Dr. Brown V.78 P.9037) 

In another way it is the 
eitterence between the cost of crude oil and naphtha 
and absorption on the one hand end the realization of 
the finished products et the refinery from jobbers, 

(Dr. Brown F.78 P.9C(36) 

He says there is no such 
thing as a refinery tenk car price. we find the same 
Sond tion win. varts of the United Stetes but,all of .the 
gasoline which is sold is sold either through regular 
jobber contrects or through their own regular marketing 
organizations. (Dr. Brown V.78 P.9041) 

He says *.96 cents is the 


average of ell sales meade to jobbers. 


(Dr. Brown V.78 P.9044)} 


3 


The average sale price at 


the refinery was 9.1 cents for all gesoline. 
He says the everage of 14,13 
cents per géllon is the average received by the marketing 


division of the Company for the gesoline cwld by the 


merketing division thet was produced at Calgary. 


(Dr. Brown V.78 P.9046) 
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Now discussing Usuhibit. 
WOE" 0) (Dr, Brown V.78 P.9056), 
he’seid, 1 de not want to include in the money received 
at the refinery gate money which was received for dyes, 
lemad, loco naphthe end things of that kind. 
(Dr. Brown V.78 P.906=) 
He says that the charge of 
 oLs,000 for that, loc end Tetra-"thyl is a perfectly 
proper *igure because Tetra-"thyl lead costs sumething 
like 48.50 a barrel. (Dr. Brown V.78 P,9U66) 
And then 4@ discussion arose 
with the Chairmen as to whet advice Dr. Brown would give 
to his client who was coming into this province and he 
said there were three soproaches he would make if advising 
Die clout: 
lL. To Define the actual operating cost of the refinery. 
ti fe tainks i is a fair returm then the present prices 
are fair prices under the conditions as they exist. 
2. Lay out a plan on paper and estimate the proper 
cost to produce so much gasoline and see if he can make 
this gasoline cheaper himself. 
3.  Approsch the refiner as an additional marketer. 
He says “I eam improving the efficiency of the present 
refining operation because I am taking more gasoline, 
therefore IT should not pay the present price." 
(Dr. Brown V.78 P.9070) 
He concludes this particuler 
phase by saying: Jl find the Imperial'ts plant, certainly 


on its 1938 operation, efficient. 


(Dr. Srown V.78 P.9079) 
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Then in sane detail he goes 
into the spread as disclosed by Exhibit "308" (cc) and he 
says, if we subtract &2,941,005.00, being the cost of all 
the raw materials from the net realization of 4,299,229,00 
we find that we have a spread between the cost of the raw 
materials used and the price obtsined for the finished 
product of #17358,224.28, end that was obtained from the 
1,917,618 barrels, so the spread per berrel under these 
Cnc yarns) Ve, epheined by cividing 91,556,000 by 67,000,000 
pellons, 2ivine 7Oscs cents per barrel. 

(Dr, Brown V.78 P.9093, ) 

He said if we go to uxhibit 
"311" showing the capital employed this shows the present 
cepital investment as rt January ist, 1938, based on the 
depreciated value of the plant which appears to be the 
consistently depreciated velue in view of their operating 
expenses, we find the working capital is $2,976,;032.01. 

He says that the net profit 
of $377,672.08 was earned on thet capital which is 
approximately 12 2/3%. (pr. Srown V.78 P.9098) 

These figures which I am giving 
you now and all of this evidence, was on Dr. Brownts first 


VisiD here, 


He says if the 781,233 barrels 
of B.A. was not prcecessed the cst per barrel would be 59¢ 
instead of 45.6g which is very Close. do.the figures. for 1es74 


in which cese the barrels were some 70U,0V0 less than in 1938, 


(Dr. Brown V.78 P.9099) 
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He says there are sn many 
varied procucts or streams preduced from the raw material, 
eruce 011, that the enst of producing any one of these 
streems cen be determined only after we have fixed an 
arbitrary cost fur all of the other streams, 

(Dr. Brown V.79 P.9115) 

He says if there were an 
excellent market for gescline and kerosene and no 
market for heavy fuel oil, the refiner produces all the 
kerosene and gasoline he can, and says that the entire cost 
of precduction must be borne oy the gasoline and the kerosene, 

He takes the fuel oil and burns 
it}in a pit as a weste product. 

(Dr, Brown V.79 P.911%) 

He says that I believe it is 
utterly futiie to regard a refining operation from the 
standpoint of trying to determine the cost of producing 
any one of “he particular products that may be produced. 

The only satisfactory way of 
arriving at the cost of a refining operation is to consider 
the cost of processing crude oil to meke the products which 
were sold and to consider, on the cther hand, the totel 
return from all of the products prcduced from the cmde oil, 

(Dr, Brown V.79 P.9117) 

He says they can arbitrarily 
fix the cost of producing 411 products except one. The 
cost of producing all products from one barrel of crude 
eil must total 45.61 cents. (Dr. Brown V.79 P.9118) 

He says the Refiner does not 


put his coct against any one of the products, he simply 
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sells all for what he can get and adds up whet h> gets 
for all the products he sells end figures if he is making 
or losing money. This is the seles realization theory. 

The cost of projucing all 
the products produced at the Refinery is {1.99 a barrel. 

(Sr. Brown V.79 P.9120) 

He says in this case the 
return is {2,24 against a cost of /1.99 on all products. 

The loss in the over-all 
refining is* just’ about 6 cents, thet is the loss im the 
cracking operetion end the loss in the treating operation 
when we renove from them the morcspten and sulphur. 

(Cr. Brown V,79 P.9121) 

He says the Refining Department 
does not fix the price for the Marketing Department. 

(Drs Brown V.79 P.9127 } 

And then he goes into a discussion 
of how you cen ascertain how much it ceests to produce a rib 
roast as compared with sirloin steak and he says the Refiner 
is breaking @cwn crude oil into a number of products to 
serve the community and the whole thing is the reverse of 
the ordinery menufecturing operation. 

TH CHAIRMAN: Is thet 17 or 18 cents of the 
velue of the crude after he deducts the losses 

MR. NOLAN: He says the return, he says 
the loss is 6 cents. 

TH CHAI =MAN: Yes 

MR, NOLAN: And that that is cseused by the 


loss in the cracking operation. 
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THE CH ATRM AN: But just before that, 
MR. NOLAN: He said in this case the retum 


ne oar oe 


TH: CHAT RMAN: Yes. 
MR. NOLAN: Against the cost of $1.99 of 


all produ cts. 
TH:; CHAT RMAN: ®2~54 end 61,99, that is 25 cents 
less 6, is it not? 
MR NOLAN: Yes, ls thet not right, Me, Copge, 
7nen Of GouUrse income tex has to be taken off that too. It 
is all spread out on Exhibit "308" (c) and the net profit 
per Farrel of Oil to this company on its 1938 operation after 
the payment of income tex was 19.67 cents. 

Then he entered into a discussion, 
sir, about the value of Tetra-iEthyl lead in gasoline. 

(Dr. Brown V.79 P.9141) 
and he says that in the Laboratory it eppears that the actuel 
net improvement to the ordcinery motorist Joes not exceed 
about 106% end the octane number is increased from 55 u» to 
about 7@, (Dr. Brown V.79 P.915C.) 

He says the decrease in fuel 
consumption is about 15 or 16 percent. 

(pr, Brown V,79 P.9151) 

The ectual value to consumers 
of fuels of different kinds is determined by the consumer 
himself and whet he is willing to pay; 

(Dr. Brown V.79 P.9152) 

Ang then he expresses this 


opinicn, the > is no necessity for high octane gesoline, 
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providsod4{tiere is 6 @esoline of 72, 73° or 74 ’octane.as 
a reguler grede. (Dr. Brown V.79 Pe9153) 

He says of course there is 
a certain group of consumers who ere willing to pay more 
for fuels of a higheroctene number, becsuse in their 
particuler cars and the wey they drive they think they get 
better performance. (Dr. Brown V.79 P.9152) 

He says if 75 is required to 
give c°mpareble performance at sea level perhaps somewhere 
arount 66 would be adequate in Calgery, but whenever you 
ere in @ mountainous territory you require a higher octane 
number » (Dr. Brown V.79 P,9153) 

He points out that 4sso, e 
product of ths Imperiel sil, hes en octane number of 76.5 
to 77 and that Three Star has an octane number of from 
TEP oS a Pay (Dr. Brown V.79 P.9155) 

He says prectically all motor 
cars are desigmed tc operste satisfectorily on reguler 
grade motor fuels with en octene number of 72 to 74, 

(Dr. Brown V.79 P.9157) 

And he says that 2 oubic 
centimeters of Ethyl are required per Imperiel gallon 


which equals ebout 66/100ths of a cent. 
| (Dr. Brown V.79 P.9162.) 


He says the Imperial 3 Star 
gasoline is a blend of straight run and crecked, with 
the eddition of the proper amount of stabilized abserption 


and lead to bring it te their requirements. 


He then refers to the fact 
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thet the spreed on Exhibit "308" (c) is 70.83 cents. 

(Dr. Brown V.79 P,9201) 

And he says this, in my 
opinion I think both the spread and the vuperating costs 
end the profit as shown in Exhibit "308" (c), which 
represa@its the conditions as thsy would heave existed in 
1958 under the present price structure represent what 
would be ese ee a fair situation, 

He says in his evidence at 
this point, end it is on his first visit, that that shows 

a retum on capital of about 12 anu 2/3rds percent. 

He says that of course 
in the year 1938 the Imperial hed the benefit of running 
then Beek. corud 6% 

He says conditions in 19368 
were exceedingly fsvoreble. The fect that the Imperial 
wes running their plant at full capacity throughout the 
entire yeer enebled them to vperate at a lower cost of 
manufacturing per barrel than would be the case if they 
hed not had the B. A. crude. ( Dr. Brown *¥.79 .P.9208) 

He said I have made a calcul- 
ation which represents whet would te the return in 1959, 
assuming the market s were exactly the same as shown on 
Bxnibit, "506" (ec)... 

He says the price structure 
remained consistent throughout the year 1959. The B.A. 
erude wes not pre cessed and on thet basis it shaws an 
operating cost of 574 ceuts per barrel instead of 45.6 


cents per berrel. He seys that is taking. into account 
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these expenses which would be reduced by the smaller 
throughput, and the faot thet the nun-re curring figure 
of $23,000 for rentel of tanks which would not be included, 

He said that figures out 9n 
tke same basis as a retum on capitsl invested at the end 
of 1939, using the same depreciation of $883,473 as was 
used for 1938, of a return cf 74% on the invested capital. 

He said thet the 12 and 2/Srds 
percent return for the 1938 operation with exactly the 
same conditions would indicate a return of 73% for the 
yesr 1939. (Or. brown V.79: Peoeosy) 

Now he says a return ef 123% 
for one year where conditions were exceedingly fevoreble 
compared to a return of 73% for normel throughput under 
the same conditions seems tc me to be 4a perfectly 
equitable return. I believe 128 aud 2/3rds percent is 
not a high . return for the very reason that it was not 
to be expected for the following year. 

If verhaps 12 2/3% is to bé@ - 
expected from year tu year we might say it is a Little 
hit hign. I do not know. But I do not feel that 73% is 
ef all high. In fact my opinion is in an industry of this 
kind somewhere between 6 andl0% certainly should be considered 
as a fvabr.return. 

I mean a return ef 8 or 10 per 
cent should not be considered excessive, so that I feel this 


represents a fair return on the operations as conducted. 
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We must get a higher return, 
he says, in good years to compensate fcr the small retum 
or actuel loss encountered in those years when the through- 
put is smell, but presented over a long period of time, 
Over e period of 16 years, for en operation of this kind, 
Tren o. Oto Lo Deaes would certeinly seem to be not 
excessive, and beceuse in one yeer the return of 12 2/3%, is 
indicated that does not mesn that the following year may be 
enywhere neer 6s good. (Dr, Brown V.79 P.9204) 

He says thet volume is the 
reel fector that influences the emount of the manufacturing 
costs. (Dr. Brown V.79 P.9205) 

Then he says if the only 
refiner in Celgary were the Imperial Oil and if it were 
supplying ell the gasoline and other products sold in 
Alberta, he says thet would be « sound ergument for saying 
that the Imperial is to all intents and purposes ea Public 
Utility end should be subject to regulations becéuse they 
heave a monopoly. (Dr. Brown V.79 P.9206) 

But he says there are two or 
threes operstions or perheps more supplying the merkets in 
Alberta. Edo .20b see that eny appreisal or any consider- 
etion, - no, thet was another point, - he said there are 
two or three oneretions or perhaps more supplying the markets 
in Alberta and he says, it seems to me under those 
conditions thet thet particuler operstion which can supply 
the requirements of the community at the lewest cost. should 
be regarded es the controlling factor, end that particuler 


unit operating in conjunction with the others which are in 


existence, 
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The lowest refining cost 
wold be the proper besis, and not an appreised vélue 
under the conditions es they now exist here, and I do 
not think thet those conditions lend themselves to Public 
Utility reguletions. 

He says the fact that the 
products iof this refinery are distributed in three 
previnees would only cemplicate the Public “tility 
Tt waild meen that the Utility would heve to be controllicad 
perhaps by a Board common to the three provinces. 

(Dr. Brown V.79 P.9207) 

Then he gave us on his secend 
visit some returns on cepital which have, to some extent, 
been modified by a later Exhibit which Dr. Brown forwarded 
to the Commission. 

As I appreciate it there has been 
6 slight reduction in the return c® canitsl as camteained in 
his figures in Exhibit "711" as opposed to those which he 
geve in evidence on his retum here last month or whenever 
it was. We heve the figure of 12.8% being the retum on 
the invested capital in our plant in 1938 and he was asked 
to prepere en estimated eurnings of the new Imperiel Plant, 
THE CH ALRMAN: You are referring to Exhipits %7 iE, 
MR. N@LAN: Exhibit "711", Mr. Chairman, wes 
the leng memorandum forwarded by Dr. Brown that came before 
the Commission after he left us. 

THE CHAIRMAN: Yes. 
MR. NOLAN: Ane it is before you and there 


are so many percentages, thet it is terribly confusing. 
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MR. FRAWL3Y: I may say there to my friend, 

I have just sent for it, 1 went to the trouble of making a 
seperate memorandum of all Dr. Brown's estimates and Mr. Cottle 
did more then thet, he checked back actually on his calculator 
and we found thet Dr. Brown by using the sliding rule is a 
Little bit out from time to time end Mr. Cottle hes checked 
fhose to the second decimal point and I have put that all 

into the form of a memorandum for my own argument purposes 

mt I would be very glad to file it with the Commission or 

tO give it to my fricnd and he can, I think, follew very 
readily what we have done. We have checked it against 
pe BR oak pie liye nan 

MR. NOLAN: Do I understand that Exhibit "711" 
is not quite right either? 

MR. FRAWLEY: No, wT" Oise net. fast 


exactly correct. it is only’ to tne Gecimal point in’ percent- 


ages. 
MR. NOLAN: Yeu mean Exhibit "711" is not quite 
right? 

MR. FRAWLEY: Yes, in a minute I will hae that. 
MR. NOLAN: in Rxmpit "“7TL" he sives wer the 


estimated eamings of the new Imperial plant anc he divices 
that into two categories, one when they are processing 5500 
barrels « day, using 5% of raw material gasoline with no 
polymerization and be shows 15% as the rate of return and 

(2) when processing 4750 barrels of crude oil per day which 

is sufficient to supply the products marketed by <mperial from 


Calgary in 1928, end he gives us a figure of 12.2%. 
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Iam just going to give you these 
fiusures, 15 2 may, Sir, and then the correotions will be 
made by my friend. I did not check this computation. That 
is he was asked for thé estimated earnings of the hypothetical 
new modern plant based on the sstimated cost of construction 
and operation as made by Dr, Brown. 
THE CHAIRMAN: Before you proceed, you say on the 


new Imperial operation it reduced it from 15% to 12.2%? 


MR © NOLA Ww ° Ne Se 
THE CHALRMAN: I did not quite follow. 
MR. NOLAN: ‘hen wo ran 5500 barrels 15%, and 


when we processod £750 barrels e628, and 4750 is the actual 
figure. 5500 is an estimate of Dr. Brown's. 

THE CHAIRMAN: Yese 

MR. NOLAN: Then the estimatec earnings of the 
hypothetical new plant based on the estimated cost of 
production and operation as mde by Dr. 3rown - I am reading 
from Bxhibit "711" and the average pricesas shown in sxhibit 
"309". (1) A plant of 600.barrels daily capacity, running 
5500 barrels of crude par day and about 5% of raw natural 
gasoline; this plant also includes a polymerization unit 
and the answer then is 19%. (2) This applies, I think, 
particularly to the British American's operations, & 5500 
barrel per day capacity operating at 2500 barrels per day, 
ang with 5% raw natural gasoline, with a polymerization 

unit and the answer is 16.8%. In the result, my Lord, 

the estimated sarnings of a 10,000 barrel capacity plant 
operating at Calsary, using 5jo raw easinghead or natural 
gasoline, and including a polymerization unit - this is a 
hypothetical single plant that has a capacity to refine all 


the present crude requirements for the Calgary territory, and 
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Lt represents the extreme ideal low cost operation and 

the rate of return is 25.6,, Now subject to the corrections 
that my friend makes, there gre the three points in Exhibit 

Y ot Ma : 

MR. FRA: LY: There arc eight different estizates, 
Mre Nolan, and I wondereé if you had that many. Perhaps if 
I run them epee The tTirst is the Imperigl O11 1936 actual 
operations. The second is the estimated 1938 Imperial 
operation with no 8.A., contract. The third is the estimate 
of the Imperial 19458 operetion without the British American 
contract but with the ne Imperial plant. The fourth is an 
ostimate of the Imperial 1940 operation with the new plant 
and the Filth is the estimate of Dr. Brown's substitute 
plant for the Imperial operation. The sixth is the estimate 
of the British American operation, 1959 or 1940. Tho seventh 
is an estimate of ire Brown's substitute plant for British 
Americen operation and the sighth ts his own 10,00uU barrel 
plant. Perhaps you have coverss them all. 

inte Oba I think they arse all to be found, 
but it will be very convenient to have them as mv friend has 
put it together. “hat I wish you viould do, were you not 


going to sorrect the figures I havc just given the Commission’? 


Mis PRAVLEY: ~ Yes, if there vere any corrections. 
MR. NOLS: There aro tvo figures that should 


ba changed, and this is really for record purposes. I aii 
informed by -y learnod friend thet the estimated earnings 
of the nev Imperial plant as shovn on ixhibit "711" when 
processing 4,750 barrels of crude per day should be 12.14) 
instead of 12.25, and that the estimatec earnings of the 
hypothetical new modern plant of 6000 barrels capacity, 


running 5500 barrels of crude ¢ r day, the figure should 
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be 19.04% instead of 19,0 that was the figure I gave to 
the Commission. The differences are very small but they 
are differences. 

Dr. brown then had something to 
sey of a general character about the rate of return of a 
refining company. Before doing so he said " I am sure 
that the figures as suggested to us by these companies 
were perfectly sound end they are within the errors of iy 
estimate. If it were approached from the standpoint of 
a utility organization giving a proper return on invested 
Gapital, I would say that the basis given us by the 
companies is a fair one." 

(Dr.Brown V.127 P.14208). 

Asain he says "In estimating the 
proper rate of return to a refining company which takes 
all the business riske involved, I have assumed - and 
which I belisve to be a figure which is substentially 
sound - that a 15% return on the monies invested in 
plants should be allowed; this is not an average figure 
that might exist over e period of cs years, but ith. isis 
figure which should not be regsrded as excessive due te 
the risks snd vicissitudes of ordimry business ventures; 
the money hich is invested in invertories about 67 and 
on the money which is tiod up in accounts receivable To." 
Be says "If we take those figures we find that the average 
rate of return on the totel invested capitsl is about LW 1 Se 
Thet is arrived at by about 77) of the total capital being 
in the plant and approximately Ll of it being in inventories 


and accounts reeciveble. 


(Dr. Brown V.127 P.14209). 
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Hye. folgo, sb. C.., 


Any returL on invested capital 
in the neighbourhood of 13% certainly should not be 
regarded as excessive because that aight indicate simply 
a reasonably good year which is required to compensate 
for the lean years which heve preceded it or will follow. 
rae a ey Did you cheek that one? That 
should bo 11.6j. The 13.1% should be 11.6%. 

MR. NOLAN: That is the average with 6% on 
inventories and 7% on accounts receiveble and 157 on 
investment in plant. 

MRe FRAWLEY: That is right. That is going 


to the extent of checking the peresntages exactly. 


MR. NOLAN: I stand corrected, it should read 
11.6%. 

MR. FRALEY: Dr, Brown stzends corrected. 

MR. NOLAN: I am speaking for him at the moment. 


He says that any return on invested capital in the neighbour- 
hood of 13% certzinly should not be regarded as excessive 
because thet might indicates simply a reasonably good year 
which is reguired to compensate fur the lean years which 

have preceded it or will follow. He says "Now that figure 
may be comparcd with the percentage returns as have been 
estimated and it will be seen that the actual return on 

the Imperial plant in 1938, wher. they had the advantage 

of tho British American crude, wes 12.8%." Now he says 

"that the estimated return on the new Imperial plant 


when operated as the old one vas in 1958, is also 14. 8jo." 


MR. FRA:-LEY: Thy 12-8; should be 12.68%. 
Mn. NOLAN: Then he says the return of 15.6%,..... 
THR CHAIRMAN: None of these corrections affeot 


his proposition that 13% is none too high? 
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H.G.Wolen, KG. W115, 766-. 

MR. NOLAN: Noe 

THE CHAIRMAN: When examined in the light of any 
one year? 

MR. NOLAN: Yes. 

MR. FRA'LBY: It means that he really is saying 


11.6% is not too highs That is his answer. 

THE CHATRMAN: I would not think so. He has made 
a mistako in the 13 point something, inwhat he gets as a 
result of his slide rule figuring, bit surely he does not 
mean to say "hatever my figure is that is the right figure 
for a refinery in any one yeare" He surely must be going 
on his experionce when he says that 13%.is not too high 
When found in any one year. 

MR. FRA‘LSY: Vhat he is saying really is 

15%, because that is his basic per cent. The others no one 
will guarrel with, the 6 and 7j. But he is essentially 
teking the 15% and he works out the percentage of .LoeLiein= 
accurately. It should have worked out to llgj. and then 
from that time on he talks about 13% as being fair. ‘ell 

I do not know. 

Mea.HARVIB: He took an estimate as I remember 
of 11$% of the total capital employed as being in Culgary 
which might not be the same as in this partioular exhibit 
and it might be a month later. 

MR. NOLAN: He sums it all up a Little later 
anyway, and when I am giving you the evidence I have to 
give it to you in the language in which it is to be found 
in the ovidence. Now he says using this 15.6% return, 
Which is my estimate of the Imperial operations, what it 
might be in 1940 - and that now reads 15%. 


MR. FRALEY: 15%. 
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H.GiNolan,Bsq., KéG., 
MR. NOLAN: Ho seys this is still nothing 


to be concerned about because if that return is actually 
realized during 1940 it is my opinion that prices will be 
somewhat reduced in the retail products or some other adjust- 
ment will be made, or the products may be shipped further 
South, with the result that in the year 1940, perhaps, the 
plant will run more crude at the same price per erude, 
thereby inereasing its cfficieney still further and that 
Turner Valley crude will then actually find a wider markost 
due to the resulting improvements in efficiency of the 
refining operations. 

(Dr.Brown V.127 P.14213). 

He says "Now it is my impression 
that the average return on invested capital in the refining 
industry in the United States is somewhere around 3 or 4%, 
even under ressonably good conditions. Faced with the 
hazard of getting nothing back, in my opinion there must 
bo the promise of getting 13% or more back in order to keep 
the industry in the state of mind and in the ability to 
raise capital from the public so that it will take those 
tisks. Tht does not mean it will get 13%. It will probably 
get much less return than a public utility. 

(Dy.Brown V127 P.14214). 

He says the refiner takes all 
the risks when he zoes into the refining business. In 
my opinion, they ought to see a possible return of at 
least 13) before they are justified in going ahead with 
the venture. I think a return of 157% in 1940 in their 


new plant is perfectly propor. 
(pr.Brown V127. P.14216). 
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Speaking of the risks he says 
"The failure of supply of Turner Valley crude and forcing 
them back to Cutbank crude is another risk. If instead 
of 5500 barrels they run 4750, their return drops to 12.8%. 
Now that should reaé 12.14%. If crops fail and they run 
5000, 1t will not be long before they get to the point 
where they will have no return at all. 

(Dr Serow ny Vilar he e20)s 

Then in a discussion with the 
Commissioners, and with the Chairman in particular, he 
says "The danger of obsolescenesn by reason of the rapid 
change in the technicue and technology of refining is a 
very real’ risk." 

(DPS Brownie VY M27 Bale 

It was suggested to the witness 
by the Chairman anc that was the reply which he made. 

He says it is e very real risk. He said 13.1% is the 
figure that should be indicated before any company would 
bo justified "in putting in the plant. He says If the 
gasoline priee at the refinery is decreased 15/100 cents 
per gallon, return on invested capital decroased ly. 
(Dr.-Brown V.127 P.14222). 

He says a lj reduction in the 
price at the refinery of gasoline would cause 4 decrease 
haere Tien “oy 67%. He seys an increase in crude prices 
of 345 would reduce the return on investcd capital by 
Lye 

(Dr. Brown V.l27 P.14224). 

Then he says "Phe reason Imperial 

Oil sells in Southern Alberta is that by inereasing the 


throughput from 2800 barrels to 5500 carrels per dey, 
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the daily operatin» cost has been inereased only ,70.00, 
although the refining cost, for the 2800 barrels that they 
were previously running ves .52 4/10 cents per barrel. 
They have 40 eents a barrel they can usc in cutting the 
price in the remote territory." He seys "The 40 cents per 
barrel figured back on gasoline emounts to 1 2/3 cents per 
@eallon. Hovever, if they can sell an additional amourt of 
refined products at a decreased return, comparable to 1 2/4 
cents per gallon of gasoline and thereby inerease their 
throughput from 2800 to 4500 barrels per day, they are not 
taking any loss at all on the inereaseu throughput." 

(Dr. Brown V.l27 Ps14226); 

Then he says again on another 
matter "Ir the diffcrence between 5500 anc 4750 is simply 
my estimate of the incroased throughput that Imperial will 
probably be able to run in 1940.9 

(Dre Brown V.127 P.14229). 

He says "In setting up tho 
Singlo large plant I wes on the conservative side as far 
as operating expense goos, but on the risky side as far 
as the safety of the plant is coneerned. The single largo 
plant has a complete monopoly." 

(Dr.Brown Velev Ps 14e3L). 

Then he comes to threé conclusions 
which I may indicate as follows:~ 

a) There should be no reduction in the price 
paid fer erude in Turner Valley. 

(2) The tvc wajor companies operatin, are not 
making a roturn on investment ‘hich is 


unreasonable. 


The price of erude should not be reduced 
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and it follows that any reduction in ths 
price of gasoline which would have the 
effect of giving a lesser return to the 
rofineries is something whieh should not 
be recommended. 

(Dr. Brown Vel27 P.14232). 

He says "I do not think there 
is any point where the price is so seriously out of line 
that a definite recommendation should be mado at this 
time for any reduetion in the price of finished products. 
The operation of the tvo major companiss shows a picture 
that is notunreasonable and there should be no outside 
interferenes with it. " 

(or. Brown V. 127 PP. 14257). 

He says "je must have those 
favourable situations in @ period years in order to keep 
the industry in a sound condition to tide it over the 
lean years." 

Ho says "If the profits are to 
be reduced the body reducing tne profits must be able to 
insure a proper profit. In, othe: . words,” a public uti a 

(pr. Brown V.127 P. 14238). 

He says "The value of the plant 
should be determined as the value of the plant of the 
company which is operating that plant as a going concern." 
THE CHAIRMAN: Mr. Wolan, befere you go on with 
the public utility hee. would it be convenient to give 
us those pages you have been adverting to, where he is 
putting his blessing upon the prosent situation? 


MR. NOLAN: Volume 127, at rages 14232 to 


14258 © 
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THE CHAIRMAN: Yes. 
MR. NOLAN: It is to be found there, Sir. 
THH CHAIRMAN: Just in case we want to Look 


at it before we finally get your orief. 

MR. NOLAN: i have tried as I think you can 
see, to give you the very words of tho witness himself, 
because after all this is evidence and it has been givon 
under cave, aha it should be, I think, referred to in the 


language which was used »by the witness. 


THH CHAIRMAN: QUILTS SO 
mn. NOLAN: I have in a few instances para- 


phrased it and I have hed tc sometimes leave out some paris 
that were unimportent. But whet that will do for the 
Commission is, I believe, this reference of mine, is simply 
to refer you to the place which you will look at and see 
what the actual ovidenes was. 

He s@eys that the depreciation 
taken by the Imperiel Oil on its prosent plant is a propor 
rate of depreciation because with this depreciated 
vYaluc of the old plant the total cost of the old depreciated 
plant and the new erscking unit is comparable to the cost 
of a new plant of equivalent service. 

(pr. Brown Ve 127. P.14252). 

He says "Tho annual depreci:tion 
will remain «+. 5283,000.00. The estimated dspreciation of 
the oquivalent new plant which I have figured as °,290,000.00." 

He says the total investment in the 
plant at the time the new unit is completcd,and using the 
dopreciated value as of January 1939, is 3-628, 000600, 
which compares very closely with my estimate of ,3,970,000.00 
to build a new plant of 6500 barrels capacity. 


(Dr. Brown VelZ7- Pel4252). 


ae ewe sucted # 

. > eae  o, 

\ “a. E . itn 
fra ; | 7TOV: ad? ouy, eves oa be 

| Pies 


*) i 


1 ape Bieta aot edi’ {Le shdted 08. 


ong a} : & . yee - a 
i ore . Py ; . - - 
cated? 2 ved Hie Se nate (tt 80 
1 ¢ : iain . ca 
: - 
v oy a | : 4 
tw an? WC pedy ae dakiw 
i¢ 
7 : — Fe nd 
. i LR ~ oy 1 abt 
Ta Oe eee ee Ate 4 oe 
Sa ee ! et 
es ~ ee at’ rf Be 
¥ ~ 
t 


"si hey 3 ar i | ’ oN . Oh Wile gt mies 
bead Fea aE sine frogs ol gran 3 g 
Sind , iH ae ¥ " a 


f 
Zé 
’ 
fe 


"4 Maer it Ns a oo 

‘on dardy soela edt ot vor a . 
Pica th ee ‘ nh ree fas ‘a aie a or > Paes 
.wauw asaobivo Lieut sa ue Biv. 
r + Ce MAN) (Nei cA att en cos I aes rade“ iS) 

ob pea aie | au ih yas: ie ot eae 
; q 4 mane ca Lad > : ri ye &! ae y 7 

; : ir Bas eho £26 tet eqint eat Ya 3¢ 

‘ eerie oh) "TORI pos AS NE ee 7 ee Se atae a 


rh. Ae big Sirinend ax ei croneyeh be ne 
. ss mite: Re ie oe eat sie m0 ait MO 20s 


an Denes oe av! on o 3a 


T-3 
‘ik : 
“15, 772- 


HeGallolan, K.C. 


Then he says "In my opinion a 
return on capital of at least 15% should be indicated 
in order to insure the attraction cf capital to tho 
enterprise." 

Secondly, ho says * 4 fair price 
for Turner Valloy crude under present conditions is 
certainly not less than 1-20 per barrel and might be as 
high as }1.40 per barrel." 

Thirdly, he” says; and Tis. .y, 
"Tre t although my ostimates for operstions as they may 
be conducted in 1940 would indicate perhaps somewhat more 
favourable conditions to the refiners than was the case 
in 1968, if there is no change in the crude oil prise and 
no chango in the price of the finished produet, I believe 
that the differences are so slight as to be within the 
errors of my estimate for 1940, and that no definite 
action should be taken to change the prices beesusc the 
prices are now f.o.b. refinery, substantially fair prices." 

(Dr. Brown V.12?, P.14263). 

Dr. Frey then told us something 
about refining. It is very brief, and I am sure the 
Commission would like to hear it. He says "The refinery 
price involves tio things:- 

(1) A determination of costs incurred plus a 
profit, and 

(2) A considoration of the conditions which 
indicate what price may be secured for the 
gasoline." 

He says many refiners make no 
effort to compute the cost of gasoline because thoy consider 


it to be of no practical value in determining price. To 
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this group the price phe can get is the rasultant of 
all the forces acting and the figures they have tn meet 
are those which they will meet to he business. 
(Dr. Frey V.129" P.14401). 
He says:- 
(1) Refining by its neturo is a chemical procos- 
Sing of multi-products. 
(2) Turner Valley crude is not suitable fur skin- 
ming plant operation because of the comparatively 
large yield of residue for which there is a 
restricted sale. 
Also because a skimming plant yields only 


low octane products. 


$a, 
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The cost of a single product in refining is 
not determinahle. The operation is judged on 
realigation. The difforsntielg between produets 
do not necessarily and as a matter of fact 
rarely do bear close relationship to the 
differences in cost even determined on an 
arbitrary basis. 
(Dr trey v.18? 2. 18oca)- 

(4) There is a doarth of ovidence that refinery 

prie es are always closely geared to erudo 

Oil prices. 
(5) Refinery prices on each commodity reflect the 
saturation point for each commodity and the 
substitution of various products at price; 
that is one of the reasons why we have the 
drainage factor in differentials. 


(6) Technology in refining is advancing rapidly 
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and better products exist now than were 
availablo a few years ago, and still better 
products are in sight. 

Technology while advancing products! quality 
results ina higher rate of obsolescence than 
Was common 10 or 15 years agc, consequently 
refineries must pay out more quickly. 

(7) Refinery throughput is a strong factor in 
Sver-all eusts; the smaller, less expensive 
plants today in terms of total throughput tend 
to offset some of the obsolescenecs factors. 

(8) In Alberta, selling through jobbers by 
refineries who are also marketers is primarily 
to maintain throughput and to reduce the over- 
all refining cost. 

(9) If it were desirable to develop specifications 
for gasoline in Alberta I Should say that tho 
refineries should deliver to the voseller at 
the time of the transaction, the specifications 
for the gasoline delivered. 

(Dr. Frey V.137 P.e15354). 

Thet brings me, Mr. Chairman and 
Mr. Commissionor, to a discussion of marketing. Now I 
am making great headway andi Ll think’ the reaseone for ails 
that I have this information under my hend. I am not taking 
the time to look it up in the buoks because I have it 
before mo. Iam waking grea headway, and covering, I hope, 
a lot of ground. 
VR. FRAULEY: ‘ie have no objection to that. 
MR. COMMISSIONS: LIPSETT: Before you pass from that, 
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Dr. Brown was giving his final recommendations that no 
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change in prices should be made, was that the not refining 
pubes erdithinky you said 9. cents? 

MR «NOLAN: That is a refining price of the 
product. He vas not r3ferring to the consumor price of 


gasoline. 


MR. FRALEY: 960 ang LO and Lb? 

Mi CO %IGSICNa? LITSatt; Not the tank wawzon 
price. 

MR. NOLAN: 9.2 for Actoand 10 for 


4 Star and 11 cents for Hsso- Now marketing, my Lord, 

ang Mr. Commissioner, lends itself to a different grouping 
from what we have had in the Pastecees 

THE CHAIRMAN: Jas that statomont 


mado prior to the announcenent of a reduetion on tho lst 


Or And? 
MR. FRA VLEY: There was not 2ny reduction in 


those prices. 


THE CHAIRMAN: No, that is what I 
thought. 
Ma. COMMISSIONER LIPCATT: That 1 cent and $ cent 


reduction, that was all borne by the jobbers was it not? 
MR. FRAWLEY: Yes, they had to take 
up thate It was just the tank wagon wont down. 

Mi. NOLAN: The statement I have just mado 
reference to was mado on Octobor 20th, 1959, and is to be 
found in Volume 127, st Page 14455, and the price reduction 
was on the 25th day of Octobor. That keeps the chronology 
of that bofore you. Now, in discussing marketing I 
thought that porhaps some of the general statements should 
be made first, and some description of the marketing 


ang @istribution machinery of the Imperial Oil Limited, 
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and then go on to these subordinste matters such as 
drums, free doliveries and commercial consumers, etc. 
THE CHAIRUAN: Mr. Nolan, I was going to say 
“you know how you are feeling and when you want to stop 
for a fow minutes -— we will sit that much longer - just 
let us know. 

MR - NOLAN: This would be very convenient 
while there is a break in the continuity. 

THE CHATRMAK: Ty thinled tis) toc meh to ask 
you to keep on. 


PRs NOLANS Thank youe 


(At this stage there was a shcrt recess). 
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THe CHAT AN: Yes, Me. Nolan. 

Mine NOLAN: wits Chairiian, we were turn- 
ing our attention to the big branch of the Inquiry deal- 
ing with "marketing" and I want to make some general ob- 
servations that I have got from the evidence of the wit- 
nesses and the first of them is that Dr. Frey tells us 
that many cf the marketing practices in vogue in this 
Provinee have_their origin in the United States. 

(Dr. Frey V.129 P.14364) 

He says that in slberta 
since the year 1926 a variety of operators has developed. 
He says the number is nct large because the volume in Alberta is 
limited. (Dre Frey Ve 129 P.14376) 

He says in arriving at his 
econelusion in connection with marketing he has considered 
various factors ana they are: 

The size of the area in which 
the marketing is taking place, the transportation fac- 
jlities, the railway situation, the distanee factors from 
the various markets, the state of highway development, the 
density of population, the relationship of city to country 
population, cliaate, nature of the land, diversity of 
agriculture. 

(Dr ire y Vee Ae) 

He says the Imperial oper- 
ation is quite conventional; it represents the pattern 
of doing things. that pattern is not followed by all 


marketers. (Dr. Frey V.132 P.14796) 
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In exhibit 314 hir. 
Halverson ilakes a general review of the marketing Op- 
erations of Imperial Oil in alberta. 

(ure Halverson V.81,P9281) 

He tells us that pract- 
ically all of #te Imperial's supplies of white produets 
in jlberta are shipped from the Uaslgary refinery, 
eithex in tank cars or by truck. that generally speak= 
ing we supply all points located more than 100 miles 
from Calgary refinery by tank car. 

(Mire Halverson V.81 P9282) 

He says thet our distri 
bution setup in Alberta tiust of necessity be such that we 
can take care of peak requiresients, as it is urgent that 
during the threshing season there be no breakdown in 
supplies. With the exception of Calgary, Hdmonton, 
Lethbridge, Wetaskiwin and Ponoka, which we operate on 
Salary, all our agents in alberta in 1938 were operated 
On @ commission basis. 

(ir. Halverson V.81 P.9284) 

The commission agent re- 
ceives 2¢ commission per gallon on white products on the 
sales to consumers at the posted tank wagon price and li 
per gallon of commission on sales to dealers. 

(ire Halverson V.81 P.9284) 

ihe Commission agent is the 
sole agency in the town for the distribution of our 
products and is responsible for the cush received, in- 


ventories on hand, unauthorized credits, abnornal stock 
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losses and all expenses in connection-with the operation 
of the agency, except the rental of the site from the 
railway, beer et maintenance of the plant. 

(ir. Halvercon V.8l1 P.9284) 

And where we do not have 
bulk storage for a given product at a certain agency the 
supplies are delivered by truck from the Calgary re- 
finery or from the nearest commission agency at which 
we have bulk storage for such product. 

(Mr. Halverson V.81 P.9285) 

ijr.e Halverson tells us that 
the supplying eonaission agent on such deliveries re- 
ceives a cosmission of 1/8¢ a gallon anda cartage allow- 
ance, which is usually l¢ per gallon, but sometimes 
higher, dependent on distance. 

(ir. Halverson V.81 P.9285) 

He says, such deliveries 
from one agent tu another are coumonly known as inter- 
station transfers. (lire Halverson V.81 P.9285) 

Je dc not company~operate 
any of our service ase but lease them to tenants 
at a Boa eant al of lg per gallon, which varies with 
the type of service station and equipment provided. 

| (bir. Halverson V.81 P.9285) 

He says we do not loan the 
equipment, such as pumps and tanks, to dealers but sell 
them for a Secale payment, balance in equal monthly in- 


stalments, repayable in five years. 
(iir. Halverson V.81 P.9286) 
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He says that some of the 
oil companies in Alberta operate only in selected areas, 
but we feel it our responsibility to have our products 
available for prompt service in every town in Alberta in 
adequate quantities to meet peak demands. 

(xiv. Halverson V.81 P.9286) 

the sparsely settled areas 
or. the less well settled areas are not discriminated 
against as compared with the more settled areas. 

(iir- Halverson V.81 P.9286) 

He says that smaller com- 
panies operating presently within easy trucking radius of 
Calgary do not have the same problems as the larger 
compa nies. (ir. Halverson V.81 P.9287) 

He says that an adequate 
dependable source of quality products of every kind for 
every need, always available, winter or summer, at all 
points in Alberta, is essential from the standpoiut of 
uninterrupted operation of Alberta farms and factories, 
and in comparing our operations with those of companies 
catering only to selected areas this should be taken in- 
to consideration. (iir. Halverson V.81 P9287) 

He points out that substan- 
tial economies in our marketing expenses have been ef 
fected by our policy of financing agents to buy trveks, 
whereby the agent assumes all expenses in connection 
with the truck. (ir. Halverson V.81 P.9290) 


The agent can also use his 


trucking equinment for outside work to supplement his 
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commission earnings at our smaller agonecies, and thus 
make it possible for hi:: to make a livelihood. We 
have c42@ commission agents in alberta who own motor 
equipment, and therefore are in 4& position to wake de~ 
liveries to dealers and farmers. 
(ire Halverson V.81 P.9290) 
4s of December $1, 1988, 
there was an unpaid balance on 88 trucks of $34,243.79, 
of which payrients of only «120.00 were in arrears. 
(ur. Halverson V.81 P.9290).. 
He says our policy in 
Alberta of not loaning equipment has servea a two-fold pur- 
pose; 
1. It has reduced marketing expemses and 
2e It has discouraged unnecessary new outlets. 
(vir. Halverson V.81 P.9291) 
He says our total expense 
for operating 879 commission stations in 1958 was 2.19¢ 
per gallons Of this amount .1608¢ per gallon represents 
total eommissions paid. {Lire Halverson V.81 P.9293) 
Therefore, he says, exe 
clusive of commissions our total expense at all our com 
mission stations, including taxes, sepreciae bu, naintens 
ance and all direct charges of every kind, was .ol¢ per 
gallon. (:ir. Halverson V.81, P.9293) 
we operate rural agencies 


On commission because it is more economical for us to do 


so than to operate them on salary. 
(ir. Halverson V.81 P.9293) 
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At many pdir~ts salary.operation is entirely out of 
line with our present commission ap ah that is bee 
Cause our agents at these smaller points are mostly 
part tine men, supplementing their commission earnings 
from other sources. (ure Halverson V.81 P.9293) 

Turning our attention now : 
to the question of price structure, ir. Halverson has some 
general observations to make; 

Before contemplating any 
reduction in prices we have to assure ourselves from the 
best estimates possible that existing profits or reduced 
expenditures will warrant such a reduction. Whether or 
not we make the same reduction on all products depends on 
competition and other conditions. 

(ire Halverson V81, P-9389) 

He goes on to say that in an 
extractive industry such as oil refining there is no 
basis by which actual costs against each product can be 
determined except by arbitrary allocations, so that our 
posted tank wagon price on gasoline in Calgury, and 
throughout piney is not based on so-called costs of 
each prdouct ex refinery. (tire Halverson V.81 P.9331) 

He tells us that in de- 
termining the differentials on our white products we 
have to keep in mind two factors; 

lL. Phe return on our total operations in Alberta; and 
2, A differential that is reasonably in line with 


competitive conditions.. 


Then he says our policy is 
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to sell the farmer the products that they need for 
use in their tractors at the very lowest price pos 
Bivle. (tiv » Halverson V.8l P.9332) 
And therefore, in order to 
enable us to wiake some return on our entire Operations we 
endeavor to secure « somewhat higher price for our other 
products. - (lire Halverson V.81 P.9322) 
The differential between 
products has to be reasonable, otherwise the low priced 
product would supplant seles of the higher priced product 
tO such an exient that the average realized would be re- 
duced. We were the pioneers in introducing low priced 
products to the farmer for production uses in June 1931. 
(ir. Halverson V.81 P.9338) 
He says that if any con- 
Parison is to be made between sAmericun and Canadien 
prices our sales tax of .74¢ per gallon should be edded 
to the American prices. (irs Halverson V.81 P.9835) 
He says that in making 
comperiscns with iontana prices the lesser consumption 
end longer distances to be served in Alberta should be 
taken into consideration. (jire Halverson V.81 P.9387) 
He says that it is our 
Considered opinion that the 1g per gallon allowance to 
dealers who buy their requirements from us exclusively 


is warranted. It results in bettex credit control, 


lower delivery costs, less sales solicitation, and 


minimizes substitution. It gives us an oppoertunity to 
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Of our products, ana by so doing, increase his sales, . 
which of course, indirectly, increases our own. - 

(ite Halverson V.81 P.9338) 

He says throughout Canada 
we give a discount of ly off our posted tank wagon price 
to undivided dealers with the exception of Nova Scotia, 
where the dealers" price is the posted tank waggon price. 

(ire Halverson V-81 P.9339) 

He says if we are to cone 
tinue selling products made from Turner Valley crude in 
southern slbe>ta we will heve to supply this market from 
the valgary refinery and continue to absorb freight loss- 
The only alternative is to abandon the Southern Alberta 
market to iontane dumping competition, or .iake arrange~ 
ments ourselves to supply this market with products made 
fron s:iontane crude at VLoutts. 

(lire Halverson V.81 P.9641) 

He says our competitive al- 
lowances are strictly defensive. They are put into force 
in order to protect our gallonege, and thet we scrup-~ 
vlously refruin from putting allowances into effect that 


are lower than competitive prices. 


(ar. Halverson V.61 P.9342) 

He says we do not neke 
special price allowances unless we have evidence that 
substantial quantities of competitive products are 


being sold in the locality at prices lower than ours. 


If. over & wide wnrea, our losses in sales are of serious 
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proportions we have no alternative but to reduce prices, 
regardless of costs. (ir. Halverson V.81 P.9%45) 

He’ .seys 1%. 18 our, policy te 
tell any one who wants to know what our posted prices 
are. We feel that price changes should be made Openly. 
We should not employ secrecy to gain temporary adven- 
tages, particularly when to Go sc would only result in 
confusion to dealer und consumer. 

(ijae Halverson V.81 P.9346) 

He says that the Imperial 
Oi1 does not fix the price at which gasoline and other 
petroleum products are sold in Canada. He says from time 
tc time prices sre adjusted tc conform to operating econ- 


Oomies, fluctuation in crude cost or changing competitive 


conditions. (Mir. Halverson V.81 P.9446) 
THE CHATHVAAN : tire Noian, I observe that 
you make quite some jump there. Will it be apparent to us 


when we are having the benefit of reading your:written 


words, where you ere jumping t0? 


mes NOLAN: Yes, I am going te take 


care of that. 


THE CHAT HMA : I can see great advantage 
in having before us when you are through with it, the 
hook which contains the references to the evidence «nd 


we welcone it but we may not jump at the right time. 


MR. NOLAN: No, I have that in mind, 


‘ é ae & wa at j 
nix, and £ am going to prepare it in such a way that it 


will be of help to youl hope. what happened before was 


that in doing the general marketing picture and in going 
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through the evidence of !.+. Halverson I gathered some 
of the points which I subsequently put intn their 
separate compartuents under their own proper heading 
and what I am giving to you now is in its proper order 
but I will rearrange it so that you will have it before 


you with all thet is said on each subject. 


THE CHATRMAN: That will be fine. 
Mi’. NOLAN: Because otherwise it would 


not se of great assistance. 
tine FRaAWLiLY: will Mrs Cotler get 2° in 
the revised fashiun. 
win’. NOLAN: mre Gutler will only get 
what I saye 
He tells us that a@11° of 
our Lubricants are manufactured at Sarnia, with the 
exception of some Polsrine and industrial lubricants 
that are nenufactured at Ioco and that in addition we 
import iiobiloil and sone other Lubricants from the 
United Stutes. (ure Halverson V.81 P.9560) 
Thet we heve the same prices 
at all points in the Prairie Provinoes for liarvelube 
greases, Polarine and :.obiloil. 
(biz Helverson V.81 P.9361) 
He says our prices in 
Western Ganada are only 7¢ per gallon above these pre-e 
vailing in hestern Canéda on hiarvelube and Polarine, 
and 10¢ per gallon above those prevailing in itastern 
Sanada on liotiloil.e He tells us that the average 
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freight from S.rnia to Calgery As Lneag per gallon, 
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and it is to be noted thet alberta enjoys “avorable 
prices on motor oils @s compared with other sections 
of Canada. (Mir. Helverson V.81 P.9364) 
On Marvelube we made a 
net profit in the year 1958 of 3.48¢ per gallon which 
had an average selling price at destination of 74.40) 
per gallon. (are Halverson V.81 P.9364) 
He seys the Quaker Stute 
Oil Rofining Corporation, operating in North america, 
made a net profit in 1957 of 3.3%. He says this in- 
dicates that a motor oil seiling at high prices and 
volume does not net as high a profit per gallon as is 
generally assumed. (lire Halverson V.81 P.9366) 
He says that the retail 
prices in eteees Canada are generally the same as those 


that preveil in Alberta. 
(ire Halverson V-81 P.9367) 


and that the prices in 
Alberta on lubricating oils manufectured in Canada are 
selling at or below American prices. 3 
(Mre Halwerson V.81 P.9568). 
That this is in spite of 
the fact that manufacturing costs and distribution ex- 
pense is undoubtedly higher in Canada due to much 


snaller volume of sales and larger ureas to be served. 
(ur. Halverson V.81 P.9368) 


He speys our marketing 


policy in regard to prices in Alberta is no different 
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than in any other province where we sre not using 
Turner Valley crude. (sre Halverson V.83 P.9610) 

ve have found it profit- 
able in marketing to have the stations we have in 
order to serve the territory in which these stitions 
are located. It would cost us more to do it from the 
central point than in the fashion in which we do it. 

(are Helverson V.84 P.9694) 
a Cut of every dollar we 
spend in marketing and transportation in Alberta 814¢ 
is actuclly spent in the Province. The remainder is 
advertising, head office etc. 

(lir. Helverson V. 84 P.9700) 

He says that merketing: ex= 
penses on ell products is 4.02¢ per gallon and in the lest 
two yeers we heve reduced our marketing expenses 1% cents 
per gallon. He gives it as his opinion that it is an 
indication of good progress being made. 

(ire Halverson 7. 84 P.9711) 

i He seys the marketing ex- 
pense of gesoline, all grade, is 3-42 cents per gellon. 
(irs Holwerson V.84 P.9712). 

He. says the vourtesy cerds 
treuendous amount of business 


are useful. we get a 


from then. That if the policy were te be eliminated in 


Alberta then we would have en internetional exchange of 


eredit cards with the exception of Alberte, and thet must 


be kept in mind. (jirs Halverson V.85 P.9757) 
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He séys if we did not 
supply Southern Alberta we would be lessening the 
throughput of the Celgary refinery and to sme extent 
possibly increasing the cost of manufacturing «et 
Calgary. (i.r. Halversen V.85 P.9830) 

we Supply net only the 
whcle province, but we supply all the products which 
are required throughout the province of the various 
@rades. We submit that the Ccmmission should take our 
complete picture and not bese it on the rd quality 
structure, but base it on the whole picture in supply- 
ing the whole products throughout the Province. 

(ire Halverson V.87 P.9898) 

He says thet assuming that 
Our profits ere moderate and that our costs for market- 
ing are reasonebly sufficient, it indicates that the 
prices we are selling at are about es low as we could go. 

(ir. Halversen V.87 P-9897) 

He says there is then a 
danger, I em sorry, Dr. Frey then makes e@ general state- 
ment and says there is a danger in forgetting about ell 


the other products except gasoline. 


(De. Frey Ve 129 P.14395) 


He says the sale of Lub- 


ricating oils is the question of an advertised product 


at a standard price. (Des Prey Ve 138 P.14ei6) 
Dre Frey @lso says that 
gasoline is a leg product, lubricating oil is a ¢1.00 


produst, so that the opportunity for ebsorption and 


equalization would be much greater in the case of a higher 
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valued product, gasoline having been reduced to a 
relative rock bottom basis. (Dr. Frey ¥.133 P.14918) 
iuYe Halverson seys,we 
have no desire in alberta to put in allowances to sell 
below the price of any other man; that any ¢llowances 
we put in last year or this year have been mace to meet 
prices alresdy in effect; th: t were lower than ours. 
(lux. Halverson V.81 P.9383) 
Ana he says a system of 
distributior has grown up in the last 12 months where 
the farmer who has a truck is being appointed a 
dealer, and is getting 2» off the market, not only on 
white gasoline but on other brands as well. Insofar 
&S8 we are concerned the only discount outside of our 
official allowance which we give, is l¢ to undivided 
dealers. when a trucker cones into Calgary refinery he 
pays the posted tank wagon price. 
(ie Halverson V.81 P.9583) 

He says that at one time 
when the Company operated our service stations we 
attempted to set retail prices , but for some years now 
we are leaving it entirely to vur tenants, throughout 


Alberte, to establish their ow retail prices. 


(i.ce Halverson V.82 P.9462) 
He says there are three 
things we can do in subnornal aurkets: 
is/Zone it at a lower price. 
2. Put in an individual price, or 


3. Carry on with our allowances. 


(jir. Halverson V.82 P.9484) 


ee ee Nn, be 
° My La | A - ° 7 


: 
- : 7 ay 
{ ‘ 


ore a : Haelaati * ig 
riwa ‘ot meni Ww et az biiirts 
' ties ee uy 4 Reis 
vu oe sone wee orem Soy ord le rr eat ink 


‘s 
Pe ‘ - 
* 
a, awe ‘3 : 3 
ae ere 


a aioe: (bet ert 


Regeese es, ; amen ciel tia: hy gat 


hi 


5, y Bp : La a 
oer VI 4% bd clit ot £ wih at ee: mars ta, Rae 
- . SA 7 
erga es = Te RENE Ae 


wae A‘ home Hida eaten, ad: poy: a aad _— 
Mate bet?) ace ae ait EE: ath. agineae 


txutoaal dd Lew and edith 7, “weaite sour ae tue 
sate ante se iene Ton pay vs “3 BN ' 
woo 82 shaded SOMONE ake <i. Bay 

Ras AN pe cate Sore sab CUB Cakes bh gate cat WV) ae ere 


“Sob IN Paty OF 
ieee he eee ey 


Wen stipe ¢ ea 3 of) ee 
Beran gic ek Sy ee 
SeRR gb ord “a ory ae ae 
2400) ote a ime ptt. agpennis od 
w ave m at. ‘th: ae Lae , a, are ~~) PPE 
bss Solty Oee9 renee si) th ORES Ae a ee | 
Lee vk goin ena a 
eens end exons ect ie eae ee a td i 
oe ar “ae 0 : Laeger. ’ es ar 
, cs j eA - 7 : 
(ug. 4 Riny 


Ho Ge WWolan, KeCe aa 
atic PES NG 1 Is 


G4 
L5 

We do not attempt to find 
out what is the most we gan gev-for our ppodactal dn the 
light of competition. Mr. Halverson says, our idea is 
a moderate profit is good business over « long range 
period. (iir. Halverson V.82 P.9546) 

He says the price structure 
in Alberta is recommended on two bases, one to permit us 
to make a return on our over-all operations, and pecondly 
tt be competitive. (Aire Halwerson V.83 P.9542) 

He says that in no case 
will we be & perty to putting in an allowance in a 
selected area at less than the prices already established 
there by the competition. . 

(tire Halverson V.83 P.96U3) 

Dre Frey says that lower 
ensts resulting from economies in cperation are passed 
on tc the consumer in the form of lower prices, better 
products and better service.e He saye that every im- 
provenent is not passed on to the consumer immediately, 
but sevings are passed on in lowering prices over the 


Years. (Dr. Frey V.129 P.14407) 
Dre Frey says if there is 
too much differential between products a cheaper product 
dreins business from the better products. In my opinion 
good business dictates that differentials are just és 
important in the competitive system as the price of any 
product. | (Dr. Frey V.129 P-14417) 
Dre Frey says in alberta 


the statenent is made that the competition is in third gride 
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structure. The competition is nore than ord structure 
because if the differential between Sré@ structure and 
Q- becomes too wide the business flows to 3rd Struovare 
and the competition really is by reason ofthe dat 
ferential. (Dr. Frey V.189 P.14417) 

He says I do not believe 
that it is possible to establish for any long peried a 
fixed relationship between those various prices» It is 
amatter of judgment of the marketing companies to de- 
termine how much that differential between products can 
be, and to meet what they consider is a reasonable re 
lationship between volumes moving in those grades. 

(Dr. Frey Vv.sl29 P.14417) 

He says L think ‘the whole 
price structure has to be examined with respect to its 
tetal net-back and not with respect to the detail of 
one particular product in the market. 

(Dr. Frey V.e1l29 P.14420) 

Cost is not determined by 
one product, it is determined by all the products. 
Therefore to say one is below coat and the other is 


ebove cost assumes you know more about cost than you 


actually do. (Dr. Frey V.129 P.14421) 


He says it is not any one 
Consumer tut the aggregate of consumers that makes the 
press. (Dr.Frey V.189 P.14426) 
He said I feel thet there 


4s too much of a differential in the prices between 


regular and rd and mthyl and regular, dus to the fact 
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that I know there would be considerable drainage fron 
the regular structure to Sri. 

(ur. Frey V. 181 P.14056) 

And I notice the Imperial 
has arrived at a similar conclusion in aniuouncing a 
change in the differential. The differential in products 
will tend to be further narrowed, but that oen be the 
result only of increased business and very careful de- 
tail to marketing cost. (Dr. Frey V.1él P.14656) 

Then iirs Halverson in talk- 
ing about the dealers spread said, my considered opinion 
is that 4s¢ spread is desirable if you want to live and 
let live. I feel the reduction should be passed on in 
Calgary and Kdmonton to the consumer. we will use our 
best influence to that effect, and have done so. 

(:ire Halverson V.132 P.14705) 

I think it proper, he says, 
no matter what reductions are made, that dealers should 
assure themselves of the 4s¢ spread and beyond that, that 
the public should get the benefit of the reduction. Our 
purpose in the reduction was from the standpoint of good 
business, to stop the drift froa quality products to 


low price@ products which would lower the averige 


realizet ion. (Mir. Helverson V.132 P.14707) 


we could not raise the 


price on Acto on account ot the competitive conditions. 


We hed only one choice ami that was to reduce the price 


on sso and 3 Star. (ure Halverson V.132 P.14708) 


He seys the average re- 


tail margin in the United States in 1937 was 4.80 per 
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Imperial gallon, with much greuter bones 
(lin. Halverson V.132 P.14709) 
He says we have to use a 
bit of persuasion and patience with the service 
station men. We do not like to be too dictatorial. 
(Mr. Halverson V.132 P.14712) 
We are practically helpless 
unless we take the stan& of changing our tenants. The 
question is not thet the retail margin in Calgary has 
been too See 4eg- The retail margin et Hammonton is 
4g and in my opinion hes been too low. 
(Mr. Halverson V.1¢2 P.14714) 
MR. FRAWLEY: It may interest my friend 
to know as a metter of curiosity that the Hdmonton res 
tailers have now lengthened that to 4% cents. 
Mie NOLAN: Then he says, if we did 
not meet the competition on Acto, we would sacrifice 
about one-half of the market and would increase the 
price on 3 Star and Esso instead of reducing ite Thet 
is how it works out in practice. 
(ir. Halverson V.132 P.14717) 
He says, since September 
1936, we have reduced price on 6 Star 7¢ per gallon and 
on 3rd grade 5¢ per gallon. He says the pressure on the 
low price product is bringing down the higher price 
| (ure Halverson Vs1é2 P.14718) 


product « 
And he says in the same 


period the reduction in hontana is approximately a 


cent a gallon. (ire Halverson V-1é2 P.14719) 
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He wos asked what he 
thought the spread should be in xed Deer and Drumheller 
and points of a like charsccer and he said that he 
thought that a 5¢ spread for points like Red Deer and 
Drumheller would be sufficient and that from there it 
would graduate upward to & wiaximum of 6 conts. 
(tir. Halverson V.162 P.14741) 
and (ir. Halverson V.132 P.14742) 
Them Dr. Frey says that 
the middle grade product was suffering at the expense 
of the lower grade product. (Dy. Brey Velde Pele 7aq7. 
hire lure. Cottle gave us 
some figures about thate ire Cottle said that prior to 
Pry eOtvess Ono 000 cailons out ofie, tobalwor 
6,780,000 gallons tioved in the subnormal area. The 
present situation ir. Cottle says is that 1,700,000 is 
attempting to move at sutnornel prices. 
Gir. Cottle V.132 P.14746) 
He says the area is from 
Lethbridge south to the border and 4 very restricted 
area contiguous £0 Calgary whereas it was from ied Deer 
right south to the Border. (ir. Uottle V.13é P.14747) 
| Dre Frey then tells us 
that: the developuent of 3rd structure was caused by the 
developments of the Turner Velley field itself. 
(Dy. Frey V.1$2 P.14748) 
He says while there is con- 
siderable demand for Grd structure by reason of the use 
of Bone, it is necessary to reduce the differentials in 
il that there be « better average return on marketing. 


(Dr. Frey Velde P.14748 ) 


% ae 
— 
*“. 
Ps, r i 
wit : ; : 
e ; a aoe 
“4 ’ 
} . = 44 
wn , # 1 * > ; rr : 
: “ x Fs : | | : : 
= woe ; * | , | | 
B, oo i : | 
~ | | 
is . | : P " ~ i Viens nae 
4 + A 5 | | 
“ ES 2 , | 
| i = ; =, - “ . - 
ony = = tet toey 4 ‘ ee ka 2 i 
; r : ‘ } tot 7 . ; 
. : oe bah \ - j = = 
Py ee ‘ Dee bef zp : : i 
~ <n oe ~ sy ahh ae " oa : os 
| | | : | : : 7 3 a 7 
“ . hs “* s ; is 
: Ge i ae aa i S 
2 : | 
| | ; { : ike 
« c . : : | | | 
a ae: : 
- . 3 | | | 
. . 23 = 
: = 3 + ~~. % - : ; 
| es 5 2 : 
= =a > May 2 2 : - | : | 
“+ a | : | 
| ? ) : we 
me = , ~ ‘ ; : | 
: ay Ges ; : | 
£ Y 7 | : | 
SL 7 ; : = . 3 
Wor od tina ie . 3 : | | 
; = | 
ars - = - ‘ 2 | | x 
, * « “ | 
=e, é ~ * = 3 : s = : : : 
: - Me 4 
3 2 : = 4 2 ; : . : 
. = - oe . "h | : | 
=> - ere ee Ee . 3 : | 
- vr op > Se = 3 | | 
: : = : 7 : | 
- P ; : | : | 
| ‘ . : | = ~, ~ Hq ont e . — -~ 
ct = »” ° Gd ; e . : i | | 
= wid , 
we « f | | . . 
. eae Y v < * : 2 ) : 
a as : | : | 
; ; : aS 7 : | 
| | | : - 4 i 
| : 3 . 5 7 — “ 
i ; : | | | | 
i | : ‘ | | | . & ; 7 aan m z 
a . 7 - a 3 zy - : : | : | | 
. - . 3 i" ; j | | | | 
. ~- e, r =e vs : é | | 2 | | 
- . a _ is : : | : 
ae -“~ eet i : | | | | 
| 3 5 < PY 7 we ~ ° . 
~ 2 > % « ie _ ue | : 
: | : . : 4 fee = 
“ . aes Lt S : : 7 | 
j Be : say 2 : 
cae 3 ‘ 8 ~ : } ; . 3 | 
2 els > : mas . | | : 2 
: : | 
o . 7 a fs as ~ ; : 
* 3 : : , z= : 7 * 
| | = . ; > ¢ ae © Caen 4 o> ae ri ’ 4 
| 5 ; 2 “a : t 
4" ; . ; is | | 
j 7 : - at . Ks SE. 
- * . 4 % : : is 7 
y Eel i : oa pon Ms f | | | 
: | : | ; : Ss ; < “ : 
- : me | | 
ae cs : | 
4e as =, . ot 4 : 
. * <, = a * S v7 . ; | : | 
is ae ae or K . ’ ai at : = ' . 
. ~, apt : | | | 
| | - ¢ - z sf - “4 S ‘ 
a, = > ‘ " - i : | | 
; Fogg e ; : } 
id « - “ ‘ . : : 
. me <. . 7 | 
[ : eS Reet ; : . 
- a ; ~ z Vee a ae FE : " | 
| | ; ; 4 ef 
a . | | | 
= 4 . " ea : Fats rt ws i . 
ss ” : a Ket “s | 
= eae Sear Z 2 : : a 
cS es og Jt “@ =o (a = S | | 
res 4 F ae ; 3 | ; 
3 = 4 ie : et ' as Par ales : a a = 
It ' 4 Mew a | 
: . ” s - 
) | eo 6. “eat <2 : : 
y Toh . . . “ a ie = ; : 
. Fe aN: Sa ; ay : ; 
., at 3 4 Fe i 
iw i? a t 7 ; 
> ne Sie ; 
. = ‘ ‘ ; 
2 - ‘ ies s 


He Ge Nolen, dell + 


C4 
20 


~ 15,796 - 


He says disregarding 
yestertiay’s price change, and this evidence was given on 
the 26th of October, it seems to me there was too much 
differential. IZ do not see how it is possible for Sra 
to be any lower than it is under the present compet< 
itive situation. It is very close to rock bottom. 

(Dr. Frey V.152 P.14749) 

Dr. Frey seys that prior 
to July, the average differential in the whole area, or 
rather mrs Cottle says, that prior to July, the normal 
differential was 2s¢ and the subnormal average .77¢, 
and that the average differential in the whole erea was 
Bwa7¢. (iir» Cottle V.132 P.14750) 

and that the effect of 
the price change of July 24th, 1969, was to increase the 
differential in the normal urea to 4.5 and the average 
of the subnormal discounts was e27, making a total dif- 
ferential of 5.77. (uir. Cottle V.132 F.14750) 

He says the net effect of the 
price change of July 24th was to inorease the ord atructure 
differential by AD (hire Cottle Velb2 P.14750) 

| He said ive change of 
October 25th, reduced the differential by g¢, so that re- 


duced differential is about where it was before July. 


(iir. Cottle Vel32 P.14750) 
Them speaking more generally 
Dr. Frey tellS us that any price change is experimental, 


and that he did not fom a judgment prior to the July 


changes (pr. Frey V.132 P.14751) 
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He says whether the reo 
duction of October 25th will produce resulta anticie 
paved renains to be seen. It is an experiment in the 
right direction. (Dr. Frey V.1@2 P.14752) 

He says the figures I was 
Studying referred to the 34¢ differential. 

(ur. Frey V.1G2 P.14752) 

He says 33¢ was too much 
but what is correct I do not know. 

(ur. Frey V.1d2 P.14753) 

He said I am not making 
this statement because I think the public should get a 
lower price on regular or sthyl. I am making it simply 
because the narketing costs eannot be kept down if 
these premium products get into « subservient position 
to the rd structure. (Dr. Frey Viele? Bela oa) 

I cannot tell whether 
there is an adequate or inadequate reduction in differ- 
ential here because we do not have enough different ial 


history. (Dre .mYey  Vieloe ahaa 


acto is at rock bottom, so 


to narrow the differential we have to lower % Star. 
(Dr. Frey V.156 F.14806) 


Ire Frey says if the price 


of 3 Star were brought down too violently I can see the 


price might become « punitive price. We should proceed 


step by step, reduce it half a cent end see what 


happens. The consumer's response will indicate whether 


it is desirable or not. (Dr. Frey V.«13 P. 14807) 
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« duestion was raised by 
the Comaission as to the possibility of the major 
companies driving the aenufacturers of 3rd structure out 
of business and Dr... Frey says one criteria as to whe ther 
such # type cf thing were taking place would be «a very 
violent change in the price structure. He said if the 
Imperial had changed the price vesterday 2 and 3 cents i 
think the y would certainly be ope to serious criticisn, 
and should be required to tell why they did ite 

(Dr. Frey. V.182 P.14798) 

He says if there were no 
collusion between the dealers. the absorption of the de- 
cline in price by the service station operator would not 
be possible because all would not respond in the same 
(Dr. Prey V.l33 2.148735) 


WAY « 


(Page 15,799 follows) 
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Gt If @) Lenes encugh norm inon 
of the dealer organization does not agree, that would defeat 
the aims of the others who desire to combine. 

In the United States, he says, 
the whole movement has been to divorce the filling station 
from the wholesale operator and not to permit the wholesale 
operator to dictate the terms of sale of the filling station. 

(De. Brey Vi. ote oy 

Dr. Frey says that Mr. Halverson 
enoyiad, hope to get the farmer trade out of Acto into 3 Star. 
There is a definite trend toward higher compression motors 
in tractors. (Dr. trey Vs 188. Buleee 

Or, Hrey says Lu practice ou 
eannot work out service station svreads in view of the 
Peorerens types of retail marketers and the different Levels 
Sow ich tne revei | trade buys. . There would he as many 
excentions to the spread as there would be cases of the spread. 

(Dre Prey Ve 206 ea 

He says there may be a justifica- 
tion for the difference in the spreads in Calgary and Edmonton. 
They are both pretty close to right and neither one can be 


very far wrong. (Dr. Brey) Vs, 1650) Puy ae 
He says that except in very 
isolated and unfavorably located areas with respect to 
winter traffic, there would not be any particularly geod 
reason for there being any marked difference in margin between 
one area and the other. (Dr. Frey V. 133 P. 14892) 
He says that the percentage of 
Sra grade in .elation to the whole market is getting less and 


less. (Dr. Frey V. 135 P. 15088) 
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He says that a wide differential 
will tend to produce drainage. You have not only to get back 
into the considering of the immediate and direct past, but 
also the immediate future, and what the company is looking 
towards in the ultimate future. 

(Ore Frey  VevtSB0 ore ROG 

Now Mr. Halverson says: 

"We made a price reduction on July 24, and at the same time 
we narrowed onr allcwances.' He says ‘At that time we 
eliminated all allowances in the Province of alberta with the 
exception of those aLong the Montana fringe." 

(Mr. Halverson V. 13% P. 15391) 

Mr. Halverson also says in June 
it was stated here in evidence that our price structure of 
Calgary plus tank car freight was not entirely correct because 
after the product reached destination we had inter-station 
transfers, inter-station cartage and therefore, the City of 
Calgary was to some extent carrying the balance of the 
erovince. So,he says, we established our price reduction 
on July 24 on the new basis of Calgary plus tank car freight, 
plus 2/10 of a cent a gallon to take care of most of these 
inter-station transfers, which is part of the transportation 
enst. (Mr. Halverson Ve 167 PP. 1500R 

He says the reduction of July 24 
amounted to $112,000.00. We reduced the allowances at that 
time by 543,000.00. So the mt reduction in selling prices 
was $68,000.00. So far as the reduction in transportation 
was concerned, our actual reduction in transportation costs 
on products for which we had bulk storage at destination was 


$46,000.00. We also saved a lot of charges at the Calgary 
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Refinery where we had a large staff loading trucks, estimated 
at $17,000.00. So that our reduction in actual transportation 
expenses was $54,000.00 on vroducts for which we had bulk 
storage at destination. By going on a rail basis it became 
necessary to increase our inter-station transfers. 
(fir. Halverson VY. 137 -Py 15595) 
Thus it became necessary to 
increase our inter-station transfers. We inereased our inter- 
station transfor costs on products for which we did not have 
bulk stations at destination by $41,000.00. So that our net 
decrease in transportation costs was only $12,650.00. We 
reduced our realization at that time by $68,000.00. Our net 
saving in transportation was $12,000.00; oO our reduction 
evr cthacitiame in realization, after adjustments for freignt, 
was 356,170.00. So, he says, we not only passed on our actual 
savings On transportation but we passed on an additional 
356 5000.00. (Mr. Halverson V. 137 PF. 15393) 
He says that during the period 
from February, 1936, the price of 3 Star gasoline and ithyl 
has been reduced in price, as we have seen, of 7 cents 
por goilon. 
(Mr. Halverson V. 137 P.15397) 
He says during that same period 
the cost of raw material has only been reduced 3.7 cents per 
gallon. ee that period the price of 3rd grade has only 
been reduced 38 cents per gallon. So the differential today 
between Q and 3rd is a lot less than it was in February, 1936, 
Mr. Halverson then says these figures would indicate there is 
more competition in Q. brand since February, 1956, than there 
has beén in 3rd grade. But, he says, that gets us back to 1934 


and on that we huve heard a lot about Gas & Oil Products 
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putting a product on the market at that time, but the Imperial 
Oil then had a surplus. We could not put all that surplus 
into our regular product without giving it too much volatility 
We had to dispose of it so we sold it to the farmer at the bes? 
price we could obtain. He says that is what Mr. Mayland 
did and for that reason at that time the differential was very 
wide. I+ was 63 cents below 3 Star. 
(Mr. H-iverson V.137 P. 15397} 
He gays "But keep in mind thera 
drd grade quality at that time was very inferior to that which 
the farmer is getting today. We lost money in our operations 
in Alberta in that year and the succceding year, and it was our 
feeling that just because we had to dispose of a surplus 
product at a low price, keeping in mind we were already loging 
money, that did not constitute any reason why we should reduce 
the price on 3 Star gasoline. 
He said "Our No. 9 statement 
in 1934 and 1935 on marketing and manufacturing combined shows 
that we were losing money in Alberta. 
(Mrs Halverson Vi. LOY. Pe 1689s) 
He says that if any competitor 
broke the price of Q. the reason was that the profit 
position of other companies in those years was the same as 
ours and if they had reduced the price of "Q. one or two cents 
a gallon they recogniz.d we would have immediately met it 
and they did not feel themselves in a position to do that. 
(Mr. Halverson V. 137 P,. 15399) 
He then said that the 
his Province has been reduced by the sum 


Realization of t 


of $85,600.00 owing +o the October reductions and by reason 
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of the July reduction “356,000.00. «nd that this is a 
total of .141,000.00 based on the 1938 sales, 

(Mr. Halverson V. 137 P.18402) 
The earnings would be reduccd by 78% of 141,000.00, 
because, as you know, there is 22% income tax. 

(Mr. Halverson V. 137 P. 15403) 
The reduction in Saskatchewan igs also mentioned, and is 
355,000.00. (Mr. Halverson V. 137 P. 15404) 

I will give you those figures 
again when we come to consider the r. turn on the investment. 

Now, one of the problems that 
has confronted us throughout this Inquiry is the question 
or duplication. 

Mr. Halverson says that if we 
were to close 1/3 of our commission agencies in Alberta, the 
tTacorstical sayings in depreciation, taxes and other dires, 
operating expenses, exclusive of commissions, would be 
approximately 40,000 per year. He says that this saving 
would be far more than offset by a very substantial 
increased transportation cost. (Mr. Halverson V. 81 P. 9296) 
He expresses the view that underground tankage is not 
generally sufficient to take care of the farmers’ require- 
ments and to supplement our present system of distribution 
with underground tankage of sufficient capacity to meet the 
requirements during the peak season would mean a new capital 
expenditure in oxcess of the depreciatee value of our 
oresent plant, and with the grave danger that deliveries 
during the peak requirements, especially if aggravated by 
aan conditions, would be totally unequal to the demand. 


He says it would be impossible to estimate the loss in 
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dollars to the farmer. They could not complete their 
threshing before the rainy or winter season on account of 
the break-down in fuzl supplies. 

(Mr. Halverson V. 81.-Pa 9297) 

His poinh Powtheatersthe 
Saving by closing our smaller agenci s would be offset by 
increaseG transportation costs. He says if we closed such 
agencies we would then have to supply their requirements by 
truck from the nearest agency where the preguct in question 
was carried in bulk. The average cost of so doing would be 
1/2 cent per gallon interstation commission, plus 1 cent 
cartage, or a total ad@ed transportation cost of 14 cents 
per gallon. Our. Halverson -V. ib .24%9298)} 
Furthermore, we would have to provide underground tankage 
Pocilities in the t>wn where we closed the agency unléss aie 
dealer did go at his own expense, In such a case he ou 
would demand, and undoubtedly would secure, a discount 
in the matter of farm sales enuivalent to his present 
commissicn rates. (Mr. Halverson V. 81 P. 9249) 
Gur total depreciated value of all bulk plants and equipment 
Operated by our commission agents as at December 41, 1938, 
was only $292,033.77, or an average of 1042.98 per agency. 
It is obvious, M:. Halverson says, that with such a low 
depreciated value in bulk stations it would be inadvisable 
to scrap our present plan for some other system of distribu- 
tion that would entail a large new capital expenditure, 
without a corresponding saving to warrant it. He holds the 
view, it is more economical to distribute dines teto 
destination rather than tc a central point and to ro- 
distribute from there. (Mr. .almer sone Vex Blom Dey 9600) 


Qur contention is, he says, 
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that we do not have any unnecessary ‘are ee in bulk 
plants in Alberta, as any tankage released in the Calgary 
areas by virtue of trucking direct to undersround tankage 
can be transferred to other points in Northern Alberta where 
tankage would be warranted by saving in transportation. 
(Mr. Halverson V. 82° ©. 9301) 
He says in 1938 our sales of 
gasoline were Ethyl 35%, 3 Star 54% and 3rd grade 11%. 
In 1938 our total direct operating expense against service 
stations was 1.55 cents per gallon as compared with direct 
charges of 2.19 cents per gallon to our commission stations. 
We collected rentals from the tenants of the service stations 
in the amount of $2290.76 in excess of all direct operating 
expenses, exclusive of depreciation and tuxes. 
(Mr. Halverson V. 62 P. 9308) 
He says that service station 
Operating expense should be credited with profits on 
lubricants, greases, tires, batteries and accessories which 
are sold other than gasoline. | 
(ite. Halverson. V. 82) Be. 9804) 
He er Gen Re facilities 
for lubricating and greasing services and the sale of tires, 
batteries, etc., are demanded by the motorists, and ifwe 
had not given this gervice other oil companies would have 
done so and Oe oie have lost by now practically all of our 
business in the larger centres. 
(Mr. Halverson V. 81 P. 9305) 
He says if we close any 
substantial percentege of our service stations in Jalgary 


and Edmonton we would take a heavy loss in sales, which would 
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actually raise our cost per gallon of doing business in 
the cities in question, becausc the over--11 operating 
charges would not be correspondingly reduced. 
(Mr. deieewean View 82)) sen eeeeo 
The investment in s.rvice 


st’ tions upon which we have not built is not included in 


our total capital employed in marketing operations in Alberta, 


on which we are entitled to expect a return, the carrying 
charges on these properties is not an expense that should 
be charged to Alberta marketing. 
(Mr. Halverson V. 81 PF. 9307) 
sinee January«l, 19d], jour 
company has only built three servine stations in alberta, 
and during-a similar period we have closed sis service 
station. (Mr. Halverson V. 81 P. 9308) 
If service station expense 
was entirely eliminated it would only reduce our total costs 
for doing business in Alberta by .91% and is, contrary to 
public belief, a very small factor in the total costs that 
determine the prices at which we can sell ow products, 


(Mr e Halverson Ve 81 Near 9309) 


MR. COMMISSIONER LIeSETT: Is that .91% of the marketing 
expense of the company? 

MR. FRAwLHY: Yes, including freight and 
everything, even including the oost of the crude oil. 

MR. NOLAN: He gays the net rental 
absorbed in 1938 was .74 cents per galion. On our total 
direct sales of gasoline for Alberta it was equivalent to 
less than 1/50 of a cent wr gallon. 


(Mr. Halverson V. 81 P, 93811) 
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He says in 1937 we reduced 
our marketing cost .85 cents per gallon. In 1938 we showed 
a further reduction in marketing expenses of .62 cents. 

(Mr. Halverson V. 81 P 9316) 

He says we are convinced that 
no radical dcparture from our present system of distribution 
is workable, and if attempted, may defeat the very ends it 
attempts to serve. (Mr. Halverson V. 81 P 9316) 

He says It is obviously a 
Pmoruer, Of Seit—-preservation for us to continue or efforts 
to reduce our marketing expenses so that we may, on the 
Peerage, ON lait a Tair return On cur capi tal employed, 
epeeon the other, reduce prices to a point: where we can 


maintain our position against any and all competitors, no 


Hb 


a 


matter what their methods of distribution may be. 
(Mr. Helverson V. 81 P. 9316) 
He says if we were a local company 
ber suine a policy of expediency, with no responsibili gy 
towaras the Province, under present conditions there might 
be some way of closing down our stations within 100 miles 
of Calgary and telling everybody to come to Calgary and get 
tear start. (Mr; Halverson V. 81 P. 9588) 
But we do not feel warranted 
at the present time in making a hig capital investment in 
new trucks. (Mr. Halverson V. 81 ?. 9391) 
ire Continues that we feel that 
beyond a limited district of 100 miles from Calgary rail is, 
and will be, the most economical method of distribution for 


us. We have to be there 12 months of the year, peak 


seasons as well as off seasons. 


(Mr. Halverson V. 81 P. 9393) 
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He feels that the most 
economical method of distribution is moving your product 
direct to its destination. To ship to Camrose and re-truck 
from there is not as economical as moving the product direct 
to Torield.: (Mr. Halverson V. 81 P. 9394) 

He says that we see that 
Supplies are on hand to me.t peak demands not only in 
Sursplying communities that are settled, but communities 
that are not so settled. “eo gee that the price the farmer 
pays in) Feace Hiver) where there is a great deal of 
competition, is no higher than the price at Calgary plus rail. 

(Mx. Halverson V.\82 (Beu93e9) 

He says an agent oan 
Sacrifice part of his commission if he so desires, but the 
average agent feels the rate is about the least on which 
he cak operate and he does not have anything to give away. 

| (Mr. Halverson V. 82 P. 9402) 

He says that we discourage 
agents chiselling. We do not encourage them to throw away 
their commission, because we want contented agents, and we 
want them to make a living. 

(Mr. sHalvers ony Veer, S406) 

He says of the 9 thiré party 
leases we have in the province 1.35 cents per gallon return 
igs the highest we have. (Mr. Halverson V. 82 P. 9445) 

He says the Imperial Oil 
neither directly nor indirectly is a erty to juggling of 
commissions or juggling of discounts in order to subsidize 
dealers. (Mr. Halverson V. 82 P. 9447) 

We will sell a pump to any 


dealer, even a split dealer. (Mr. Halverson V. 82 |. 9454) 
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Two or three years ago we 
issued very definite instructions not to sell equipment 
to any one unless the manazer was satisfied he needed the 
equipment and was able to pay for it according to the terms 
of his contract. (Mr. Halverson V,. 82 ®. 9455) 
Ve do enforce the monthly 
collections. (Mr. Halverson V. 8& 2. 9456) 
We have been known to carry 
on at a loss in areas where there have been crop failures, 
because we e-nnot pull out of a market and hope to go back 
in two years from now. (Mr. Halverson V. 82 P. 9464) 
He says “TI think (ihe (onion 
Government has a right to impose a dumping duty, but so far 
es I know they have not taken any steps to do go. We do 
not want tc pull out of a community hurriedly. Our real 
concern has been to maintain our volume, to reduce our cost per 
gallon so that on the one hand we can sell our products at 
as low a price as n0ssible, and at the same time make Some 
return on our investment. (Mr. Halverson V. 8&2 P. 9472) 
Hé says the average office 
help is $115 a month; average warehouse people wl28 a month; 
average salesman $187 a month. ‘ve have a five day week. 
We have a pension plan. We have sick benefits. ‘‘e have a 
thrift plan. “fe have group insurance. 
(Mr. Halverson V. 8&8 ». 9490) 
He says "Not since the 
disastrous experience in 1929-30-31 has the Imperial Oil 


directly or indirectly financed farm. credit. 


(Mr. Halverson V. 8& P. 8519) 
again on the question of 


duplication he says it is not an unusual thing in any city 
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in America for service stationg to be lovated on opposite 
Sides of a main thoroughfare, as motorists do not like 
crossing main thoroughfares to sot their supplies. 
(iw. Halverson ,V. 83 2. 9623) 
He. Says.we bad visions of 
Calgary and Edmonton growing when we purchzsed some 
properties, but our unused properties we considered to be an 
investment which in no way should enter into our mrketing 
picture in Alberta. (Mr. Halverson V. 83 P. 9624) 
He says that if the Ledue 
area were turned over to ons company, what about the people 
within the area going outside of the area to do business? 
(Mr... Halverson V,. 84 P. 9706) 
He says that if there were 
4 or 5 or 6 cents a gallon involved, drastic methods might 
be sconsidered but to farm out the oil companies by areas 
when our direct cost for doing business in those areag is 
half a cent a gallon, and it would still cost us something, 
I dc not think that the saving warrants the extreme remedy. 
(Mr. Halverson V. 84 P. 9709) 
He says we will say that there 
are five dealers in the community. You will not find five 
people living off the retailing of gasoline. They cannot 
do it, they have a garage, or they sell automobiles or 
implements. | (Mr. Halverson V. 85 P. 9739) 
If we feel these smaller 
stations are uneconomical and we can devise some 
more .e¢conomical method of supnlying the neecs of that 
community, then, as a matter of good business, we will 


withdraw the agency. (Mr. Halverson V. 85 P. 9748§) 
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But, he says, we hesitate 
to serap all plants within 100 miles of Calgary, and then 
find that rail arates have gone down, and we are tied toa 
system that we do not consider ecoromical in the light of 
the new rail rates. (Mr. Halverson V. 85 pp. 9749) 
He says the $54,000.00 that 
it cost us to operate service stations is 9/10 of 1 percent 
on the over-all expenditure, but as against tmt 9/10 of 
1% of our total expenditure we cut down our delivery costs 
because we made large deliveries. ‘We cut down our credit loss; 
we merchandized better; we cat down sales solicitation. 
(Mr. Halverson V. 85 P. 9784) 
If we wanted to secure a rental 
to cover all our operating expenses it is possible some of-them 
might not be able to pay it, in which case we wold have to 
go back to company operating, which would be more expensive. — 
(Mr. Halverson, V. 85 P. 9786) 
ire Beamish also mentioned 
this matter. He says although the rental paid by a 
station is less than what we pay, the advantage to us is that 
we have the outlet. | (Mr. R. L. Beamish V. 112.2. 12699 
Mr. Doty said "At certain 
points the rentals of property may be very high, but on the 
other hand they have an advertising value far in excess of the 
difference between what they pay and what the lessee pays. 
ips Doty palIee Baal area: 
Mr. Doty again says that 
duplication of stations keeps prices dewn; keeps gallonage up; 


gives greater revenue to the State. 
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H.G.Yolen, K.C. 
| Dr. Froy seys thet the ront 
falls to rcmuncrntc the Imperial by approximatsly 1.6 ecnts 
e grellon. ODP. Ley V.1al Ps 14540), 

Dre Froy says that the samo situation 
exists in the Unitcd States. It must be considcred from thc 
vicw point of oil companics for purposes of securing a 
G@ctinite outict im erlloneags. Advertising value. -Anothor 
Way Of J00King at it, he says, is thet the company is in 
the position of 4 landlord. 

HDBSErOy Ve LoliPe Loot 

But from ths standpoint of oil 
SGOmpanies this Would be a pure fiction. The additional 
expense might destroy some of these service stations and 
ital loss in the form of the service stations abandoned. 

(Dy rev Vi they 2s Leora 
Dro Frey then says this, and 
these are his words "There probably has been duplication. 
I do not feel prepared to say how mueh, but this duplication 


Brewers Of tne total cost to the Provinces is e, rele tively 


small percentage of the whole. iir. Halvorsen seys e91jo 
of our total expenditure." (Dr Frey V. 131 P. 14543). 


te would have to assume that 
there had been no mistakes in the location and construction 
of service stations, if we were to assume thet there were no 
justification for the difference be tween the rent received 
pio the eost of'opere tion." © (dr. Prey V. 16l Ps 14045). 

‘An oil company may calculate 
that it can teke a lower rental than a landlord who bears 


no relationship with the product being sola in that parti- 


cular establishment." . = if 
(Dr. .Frey V. lol F. 14547). 
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Dr. “rey says that the anxiety 
of the oil company is to get its throughput and that is 
the important thing. ry) Brey) Vi. 36 045 6a0 

Then a point was raised by the 
Chairman just at this juncture of the evidence, ina 
discussion with Mr. Frawley that if there are too many service 
stations then a oractical ne thod of climinating them must 
be found and that, perhaps, the practical msthod was to 
insist upon oil companies, as landlords, getting a proper 
return on their money invested in service station properties, 
which would the: be followed by the next step which is to 
inguire as to whether or not the investment in all service 
stations is prudent. (Dr. Frey V. 14 P. 14566) 

and Dr. Frey says, he does not 
deal with it just at the moment but I will come to it ina 
moment. Dr. Frey says we should recognize that the difference 
between the cost of maintaining the outlet and the rent 
received should not all be charged against gasoline. setually 
it sells more than sasoline. It sells tires, accessories, 
preages),* lubricating oils, etc. 

(try. Breyy Wi 1Sa) PPasles 70) 

He says I can see no reason 
to believe that the present number of service statiois is— 
absolutely indispensable. We have faced the situation at 
home and the deeper we got into it the more dangerous we 
Poundhits We reoognized that we were dealing with not 
servico seas bus with human beings, just plain out and out 
proprietors. (Dr. Frey Vol. 131 P. 14571} 


fe gays this Province has 


had an oppor;unity over a nunber of years to restrict the 
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number of stations. It has not done so. The inference ig one 
of two thihgs, either it was politically impossible or the 
Province was of the opinion that more filling stations were 
necessary. Ve’ Prey*Vi) 151 wey teere) 

He points out that the net 
ineréase in service stations of the I mperial since 1930 
ts. Tour. The ga&in since 1930 has not been in proportion to the 
increase in the gallunage and they might be justified. He 
says "IT am not saying that they are." 

Wri Frey ove bol SEli4bT29 

But he goes on "as ccmpetitive 
factors service stations are not wholly without valve. 

(Dre Prey Ve Pai. 1462.) 

And he puts this question 
"Are you gning to tell a native gon that there is no place 
for any further: competition in the oil business in Alberta? - 

(Dr. Frey V. 131 P. 14573)-- 
and then he gives us this advice. "The safer action is to 
use every possible discretion in preventing any increase in 
the number, with the increase in gallonage taking up some 
of the slack. " (Dr. Frey V. 131 P.14576} 

"Hands of f service stations" 
is the only policy that strikes me about the situetion that 
may be very valuable. (Dr. Frey V. 131 P. 14576) 

He says "I have no recommendations 
to make inrespect of service stations. I was faced with t he 
oroblem recently over a period of two years and I never fel t 
I had the answer. From the wiolly exclusively economic SUI 


point. (Dr. Frey V. 131 P. 14578) 
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Limitation of service stations 
would tend to favor those who had been h re longer. It would 
involve appraisals if anything even reasonable were to he got 
Stor ict. (renter Va Tol PL as 79) 

an appraisal of each and every 
station in the entire Province and the establishment of an 
economic rent which would only be an economic rent for today. 
It would be a constant problem of avpraisals. 

(Dr. Frey V. 131 BP. 14579) 

He says "In the public eye 
it seems to be a tremendous weight, whereas in truth it is nut 
a great weight and perhaps more than compansated for by 
the advantages which competition provides for that public 
that complains. (Dra rrey Vertol Pes 14580) 

Duplication, so far as the public 
Peying fOr 1% 1S, concerned, is more avparent than real. 

(pr. Frey V. 131 P. 14580) 

Vr. Poelverson. is askina ins 
says, fora rate of return on his total investment in which 
are included some mistakes, and in which there are sone 
unnecessary stations. (Dr. Frey V. 13b PB. 14562) 

nous re Prey Says We ele, 
make mistakes. Mr. Frawleyts position assumes a degree of 
perfection which is not evident in the experiences of 
business judgment. (Dr. Frey V. 131 7. 14584) 

That brings me to another sut- 
head and, perhaps, My Lord, we should stop there. 


THE CHAIRMAN: Yoo, we-wi ll ise. 


MW 


(At this stage the Hearing was adjourned until 10750 A. M: 


5th December, 1939.) 
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IN THE MATTER OF THE PUBLIC 
INQUIRIES ACT 


—and— 


IN THE MATTER OF a Commission, dated the 
(12th day of October, A.D. 1938, to inquire 
into matters connected with Petroleum 
and Petroleum Products 


Commissioners: 
| The Honourable MR. JUSTICE McGILLIVRAY 
(Chairman) 
—and— 


L. R. LIPSETT, ESQ. 


_ Session: 
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THE CHATKNAN; ~ ALL right, wre Welan. 
nike NOLAN: air. Chairman and iir. 


Cchimissioner, at the adjournment yesterday afternoon [I 
had reached a point in the discussion of marketing that 
brought me to the sub-heading of “undivided dealers". 
there is not a great deal 

of evidence on that point but there are a few topics, a 
few ciscussions, which I woula like to bring to your 
attention. 
| ire Halverson says it is 
Our considered opinion that the 1l¢g per gallon allowance 
te dealers who buy their requirewents from us exclusively 
is warranted. It results in Letter credit control, lower 
delivery costs, less sales solicitation, and minimizes 
substitution. It vives us an opportunity to work with 
the dealer, to make him a better terchandiser of our 
products, and by so doing, increase his sales, which of 
course, indirectly, increases our Own. 

(wire Halverson V.81 P.9338) 

Dr. Frey says that the bulk 
of the United States Goes not have split accounts. The 
general pattern for distribution in the United States is 
on a 100% basis with the supplier. 

| (Dr. Frey V.129 p.143882) 

He says further, undivided 
Genlers are just as prevalent in the United States as in 
Canada. The 100% account is to assure hinself of a 
definite gallonage through an outlet. To know the 


financial position or the operators; to be able to give 


+i 4 
, i 
his 
i 
. 
4 
Fa hee 
; is ST ey) 
det A eh 
ARIAS: art 
oe 
Ae” 
4 
oN 
a 
Hep mp ey Mies © 2 fea de lames 
rae Ria Ps , Conpen ed be: a Wr tse s fom x Se EMA Oe by ts 
ait 
LSS 
ae 
Per et wee | ee ot Sire 
ce Be eR SPO ge hy Te ie 
kee . HY be ote ea) Re M 
: , Be oe . ros ; i te 
Sores aim na ot a ap VivGhse i tees 
’ 2 tL Mi 
Ve ala RS al a | a 
, A RAR TE a. + Bee Oe. 
oS B . i + 7 - 
; ; rs | 
i? ’ 4 ” fh 
. a ON? > , , A , 
: ‘ ‘ 
ee) i “i 4 
So rks SRS ust agh Gon geeh eo >} ey aruaarly : 
"ae AER pes Ne LS! SAN ae Se asad ay ERA Mier 
a 4 »~ . 15 
pint GAP A PNR GR arg REY AT pga “ * ais Code Dai weed punk Eek Ares? 
‘ : at geet Kk, ive eat Hitain bes <a : Ay naa ae , } 
Mae Seep GEN ae 43 BoP Tele. rey: MS £ i Fi ‘a GR: aes: MNES 42 ' - <a 
. € y ‘ae > 7 5 ‘aaa 
\ ‘ 7 a1 
NG re " . 
ee Ci An FB eee ih et, | Leer ae 
eh sy A Pe LS A 


. ° * S 


i.) 2 eae papier ns brant 


H- G- Nolan, K.¢G. 


Cl 
2 


~ 15,817 = 


the best merchandising experience to the operator of 
the service station. 
(Dr. Frey V.131 P.14587) 
and he concludes by say- 
ing, the split account Owes n* loyalty to anyone. It 
is the American experience that it costs nore money to 
serve a split account. 
(Dr. Frey V.1é1 P.14588) 
4nd the best cierchandis= 
img methods can be developed where there are exclusive 
dealing accounts. 


(Dr» Frey V.131 P.14591) 


Now turring to the question 
Of drums, vir» Halverson tells us that during the past 10 


years there have been a lot of farmers in \estern Canade 


that would not like to have to buy 8 or 10 barrels for 
Gash. The 94680 barrels we have serving the farners are 
nearly depreciated, all but 419,000. It was amortized by 


Charging a sufficient sum in the marketing expense. 


(ir. Halverson V.83 P.9544) 
He says it is not entirely 


accurate to say that the farmers have peid for the 


barrels. A good deal nt the depreciation was written 
off in the years 1933, 1934, 1935 and 1956. In each of 
these years he pays we lost money on our Alberta op= 
erations and therefore we did not recover that de- 


preciation from the farmerp« 
(ire Halverson V.83 P.9545) 
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He says our loaned bar- 
tels do hot control the gallonage. We would like our 
barrels to be used in our service. we think that is 
right, but they are not being used that Waye 

(ir. Halverson V.83 P.9545) 

He says our purpose in: 
loaning barrels in the beginning was actually to hola 
a share of the market. -In 1930 the West was very pros- 
perous- Jt would have been easy for us tc say “We have 
@ sufficient investment in barrels, whether you have to 
wait a week, or two, is no concern of ours." We did 
not approach the problem that way at that time. We 
bought barrels to provide the farmers with service. 

(tir. Halverson V.83 P.9546) 

He says that when the 
present barrels that we have require replacement we 
contemplate changing our policy and selling barrels to 
the farmers because we think the policy of loaning to 
the farmers nay be a mistaken one. 

(ire Halverson V.83 P.9547) 

ire Clayton, who gave 
evidence before the Comuission said that unlesr there 
is some way of the farmers getting packages at a low 
cost I do not see how you can get away from the present 
system of distribution. The farmer aust have barrels. 
It Peer ty could only te jone by concerted action by 


all the oil companies at a definite date. 
(T.NeClayton V.103 P.11620) 
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iir. Norman Priestley 
of the United Farsiers said that under present con» 
ditions it would not be advisable to make any change be~ 
cause of the additional burden put upon the farners 
uncer these distressing conditions and having to pro- 
vide for additional equipment of his own. 

(ii.F.Priesatley V.107 P.12116) 
ir. Beamish said if we 
did not have any barrels we probably would be in favor 
of not loaning them. Now that we have the barrels we 
coul& put them to work for us. 
(2 «L.-Beamish V.112 P.12694) 

ure Doty said, the barrel 
situation is the same in California. There have beun 
attempts to charge customers for barrels, but other 
companies did not do it and so you have to meet com- 
petition. (Bic. Doty VeLls Bske78 5} 

Then Dr- Frey gave us the 
benefit of his experience of this topic and he told us 
that drum delivery was almost non-existent in the United 
States. That it indicates a low density demand and that 
it was almost always tank wagon delivery in the United 
States. (Dre Frey V+l29 P.14390) 


He says the practice was 


abandoned many years ago in the United States except in 


very unaccessible areas. He says I do not think it de- 


sirahle for an oil company to give any kind of equipment, 


including drums, free- 
(or. Frey V-133 P.14897) 
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He said, =ree drums came 
about in Alberta because very few of the country points do 
business enough to justify exclusive dealers in petroleum 
products and the merchant here is a mixed merchant. His 
tank truck would be worthless except for the purpose of 
delivery of these products. He really is making his 
truck do more than to serve as to one industry. 

(Dr. Frey V.133 P.14900) 

It seems to me, says Dr. 
Frey, that in the less populous areas in the Province, 
that we must continue to expect that type of service 
until the road conditions and the density of population 
advances to the point where it would justify cutting 
the tank truck operation. He points out that the den- 
sity of population here is 2-75 and in Iowa it is 42. 

(Dr. Frey V.133 P.14901) 

He says it is true that 
most of the farmers buy in barrels but that so far as 
barrels are concerned Alberta is still frontier. 

(Dr. Frey V.133 P.14902) 
(Dr. Frey V.133 P.14903) 

He says I cannot sub- 
scribe to the idea baer he should be given the contain~ 
ers. Theoretically they were loaned and perhaps when 
there were fewer competitors here the companies that 
did that may have thought they were justified in that 
they a the drum back and no one else got the business. 


(Dr. Frey V.133 P.14904) 
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And that I think is all 
that may be usefully said on the question of drums. 

That brings me at once 
to the topic of deliveries to farmers. 

vir. Halverson, dealing 
with that point, said, a commission agent would find 
it impossible to make a living on a commission of 1% 
per gallon: 

1. As truck equipment would then be required only 
for deliveries to dealers, which the commission agent 
eould not afford, and 

@- He would be deprived of the supplementary 
earnings that he is at present making by doing outside 
work with his trucking equipment, and is thus able to 
Garry on with @ much Lower commission than he other- 
wise could. (Mire Halverson V.81 P.9294) 

If we discontinued making 
free deliveries to farmers,says Mr. Halverson, in 
Southern and Central Alberta we would lose the gallonage 
to truckers operating out of Calgary who would continue 
to deliver free on main highways-e Farmers who live on 
secondary roads would be the only ones who would have to 


call at the agency for their products. 


(iir. Halverson V.81 P.92%5) 
He says that agents with 

trucks delivering oil products to the farmers, take 
back veer to the elevator, thus helping to finance the 


faragers during the threshing season. 
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up empty steel barrels from the farmers and thus 
enable us to get the maximum turnover from our 
steel barrel equipment. 

(Mir. Halverson V.81 P.9295) 

He says that the agent 
who delivered got the business and thet it accordingly 
grew until the farmer got that kind of service, 

(lir. Halverson 1084 P9675) 

He says we get an extra 
cent from the farmer to cover that service and in his 
opinion the city man is not paying for it. When we 
deliver to the farmer we get an extra cent to cover 
that extra service, so the farmer is really paying his 
own way. 

(ir. Halverson V.84 P.9678) 

We try to serve the farmer 
through our agents. The agent gets an extra cent per 
gallon when he delivers to the farmer over and above 
that which he gets when he delivers to the dealer, and 
the farmer pays the extra cent. 

(wr. Halverson V.84 P.9679) 

He says there was a time 
in Western Ganada when the retailer felt that gasoline 
and kerosene and other products sold to the farmer should 
move through him, but farming is a basic industry and we 


developed a system of delivering or selling direct to the 


farmer. (irs Halverson V.84 P.9684) 


The entire expenses of 


the trucks are not charged up against the oil business. 
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The agent is engaged in ic diehibe other businesses. 
(Mir. Halverson V.84 P.9697) 
ur. Priestley says that 
the general motoring public is not sharing the cost of 
free delivery service to the farmer. The cost of that 
delivery is carried by the farmer himself in the price 
which he pays, but it is pooled amongst the farmers 
who are served by the agent doing the free delivery. 
(tir. Priestley V-107 Psb3trs) 
lire Priestley also Says 
the farmer should not be unduly penalized because he 
lives 10 miles out of town, whereas another farmer lives 
on the quarter section adjacent to the town. 
(lir. Priestley Ve107 P.12113) 

Then Dr. Frey tells us 
that the practice has been in the conventional type of 
operation for tne commission agent to make delivery to 
the farmer at a price estatlished by the company on 
which he gets a 2¢ commission. Part of the commission 
is based on the fact that the commission agent employs 
equipment for delivery. 

(Dr. Frey V.133 P.14906) 

He says that even if a 
farmer came into town to buy his product, that would 
not of necessity make the business appreciably more 
luerative for the commission agent, because he would 
still have to maintain the truck facilities which would 
It does not follow he says that 


have less employment. 


the lg difference represents transportation and nothing 
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but transportation because the lg difference figures 
into the total of the commission agent's operation 
ooth with respect to the farmer, the dealer, and such 
other business as he may have that involves the use 
of his truck. 

(Dre Frey V.136 P.14907) 

He says it is not quite 
fair to say that the farmer pays lg for delivery, nor 
is it quite fair to say that it is free delivery. 

(Dr. Frey V.143 P.14907) 

In his opinion this com- 
mission represents the commission on the total of his 
activities as the agent in which lg difference exists 
between the delivery to the farmer and the delivery to 
the filling station. 

(Dr- Frey V.1835 P.14907) 

He says that from the point 
of view of the compary, the delivery cannot properly be 
termed free because the company nets back the same 


amount in either case. 
(Dr. Frey V.143 P.14908) 


He says that if the com- 
mission agents were not in a position to make delivery 
to farmers and consequently got the cent or cent and a 
quarter more than the delivery to the service station, 
the guestion is can he afford to gaintain equipment to 


; at c 1? 
make deliveries to service stations at 1¢‘ 


He says it looks as if 


the man who gets gasoline sent out to him 10 miles away 
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is getting something done without any additional 
charge. (Dr. Frey V.135 P.15100) 

He points out that it is 
the same thing ina store. He says if you go into the 
Hudson's Bay store and buy a blanket, if you pick it 
up and carry it home you pay the same price es though 
you have it delivered. If you pay Gash you pay the 
same price as though you had it charged. 

(Dr. Frey V.135 P.15100) 

On the face of it, he 
says, it looks as though the man who receives delivery 
is working at the expense of the man who picks up the 
blanket and takes it home. 

(Dr. Frey V«185 P.15100) 

The reason, says Dr. Frey, 
it does not work out that way is that it is the sum 
total of the business that the company can accumulate 
by the diverse methods that affects their cost and 
consequently has same influence on their price pol- 
icies. (Dr. Frey V+1365 P.15100) 

He says hire Halverson has 


adopted the principle of the person going into the 


Hudson's Bay and buying a blanket. 
(prs Frey’ V-1g6°P-1L6102} 


But there is a mutuality 


in the situation which is hard to break. There might, 


he says, be a change, but I think that that would have 
7 


to come as a definite urge on the part of the farmers, 
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that they considered that this so-called free delivery 
is nonsense. (Dr. Frey V.135 P.15102) 

The question is what 
percentage of the time or of the cost of the trucks 
can be charged against the gasoline business as com= 
pared with the other miscellaneous business in which 
the trucker is engaged. It would vory considerably 
from place to place and I think that this system which 
has developed is probably a compromise in an attempt to 
balance things here and there and does not represent 
necessarily the best possible deal for each and every 
commission agent. (Dr. Frey VelS5 P.15103) 

He says it may be less 
than a cent involved. It may be that that cent, if it 
were taken off, would involve a re«shifting in the dif- 
ferential between the delivered price of products be= 
cause one might have to take more expense in delivering. 

(Dre Frey V.135 P-.15104) 

And amongst other things 
he makes this very interesting observation, he says, my 
first jump at the situation was that the delivery 
mechanism was clumsy and inadequate, but I will have to 
admit that I practically reversed my position on the 
matter because I have learned more abcut the economics 
of the thing and I know more about the function of the 


persons who were making delivery than I did at the out-~ 


set. (ur. Frey V.135 P.15105) 


It seemed to me at the 


cutset that he was a petroleum merchant. He is not that 
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to me now and we have the difference between the 100% 
merchant and the man who is in mixed nerchandising. 
(Dre Frey V.185 P.15105) 
Ten farmers receiving 
delivery through one truck probably are working at a 
great saving, instead of ten farmers practically com- 
ing to town for ten separate deliveries. 
(Dr. Frey V.135 P,15106) 
ure LeSueur says, in 
practice the system does not work any injury to anybody. 
He says all stores are adopting some such reasonable 
measure to maintain volume. The average possibly evens 
up- He says I think the volume is more. 
(Mir. LeSueur V.146 P.15206) 
hire Halverson says that 
two prices to farmers was tried in Saskatchewan 6 or 4 
years &gO-« (xiv. Halverson V.137 P.15388) 
The agents came and said 
they would discontinue delivering to farmers entirely 
because it did not pay them unless we would pay then a 
2¢ commission, on all farmer deliveries at all seasons 
of the year, and they were deprived o7 the revenue of 
their sales to farmers living cloter than 8 or 10 milea. 


They were also deprived of the <g commission during the 


off-season. (ir. Halverson V.136 P.15389) 


The situation was that our 
agents would have given up their trucks, in which case 


we would not have had trucks to deliver to our dealer 


trade (ir. Halverson V.1é7 P.15389) 
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He says, also the agents, 
if the remuneratinn they got from delivering to farmers 
were taken away, would want a higher average commission 
for delivering to dealers. 

(lir. Halverson V.137 P.15389) 

If we had not reversed our 
nosition the farmers would have been deprived of the 
delivery service and we in turn would have had to pay 
the agents a higher commission rate per gallon fnr de= 
livery to dealers or to farners at the company warehouse. 


(Mr. Halverson V.137 P.15389) 


Then turning to the question 
of commercial consumers. 

lire Halverson told the Com= 
mission that we supply 127 consumers by tank wagon. They 
are wholesale organizations, fruit growers, plumbers, 
road contractors. (lire Halverson V.85 P.9758) 

He says that we have to 
give them the undivided dealer's price because someone 


else would and we would.lose the business and that is 


the long and short of it- He said we would be quite 


willing to adopt a policy to not extend undivided 
dealer's prices to any one who did not have a minimum 


number of trucks, providing it would: work out in 


practice competitively. 
Gur. Halverson V.85 P.9759) 


He says, I believe that 
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the man who operates quite a number of trucks is going 
to cont inue to buy direct and it is impossible to fix 
that man to buy it at retail. Liy own feeling says ilr. 
Halverson is that any firm that does not operate 5 or 
10 truckS should pay the posted tank wagon price. 

(iir. Halverson V.85 P.9761) 

Then Dr. Frey told ua 
that according to the evidence of i.r. Halverson the only 
places where they sell to consumers at the special prices 
were ihn Calgary and idmonton, and the total gallonage 
sold amounts to very little as compared with the total 
gallonage itself. (Dr. Frey V.153 F.14911) 

He pointed cut that in the 
cities, the company has its own company-owned equipment, 
Operated by its own men. The consumers were located 
dowitown and when delivering to a dealer they simply go 
another 300 fest and deliver to the consumer into his 
underground tankage. (Dr. Frey Vel33 P.14911) 

And Dre Frey concludes by 
saying that the farmer is not injured vy the commercial 
It affects the business of the 


consumer discount. 


dealer really. (Drs Frey V.133,P.14912) 


Now you will notice, sir, 


that Dr. Ifrey referred to ur. Halverson's evidence, in 
which wre Halverson said that the imperial selis to 
consumers at special prices only in Calgary and 


Hamonton. After the Commission rose lire Frawley drew 


my attention to the fact that there might be an in- 
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accuracy in ir. Halverson's statement on that point and 
consequently I wrote to hir. Halverson and he has in= 
structed me to say that he is pleased that Mr. Frawley 
Called his attention to the fact that, at this refer- 
ence to which I have just been referring, he inadvert- 
ently overlooked calling attention to the od@ com- 
mercial account that “we supply at undivided dealers! 
prices at our cummission agencies such as Red Deer." 
He says “our commission agencies however on such de- 
liveries receive only 1g per gallon ormmission, the 
same as they do on deliveries to undivided dealers." 

He also says that "last 
dune we dealt with the question of these consuming ace 
counts in some detail in evidence given before the 
Royal Commission and refers me to Volume 85, beginning 
with Page 9758. 

Now, sir, standards was a 
question which occupied some part of our time, 

ire Halverson spcakin: for 
the Imperial Oil said that we are not opposed to 


standards, nor do we press for them. One advantage is 


that it protects the public against injurious products, 
The disadvantage is that it classes in one class a 
rather wide range of quality. He says that a.Noe«.2@ 
gasoline may be 70 or 65 and the public is apt to think 
that becanse it is Nc- 2 grade that one grade is as good 
as another and that it has a tendency to discourage the 
refiner from attempting to improve his quality 


(sir. Halverson V.84 P.9638) 
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He says there might be 
some grading which would 3ay that a product below a 
certain specification should not be sold as gasoline. 
(irs Halverson V.84 P.9638) 
He says, we have no 
cbjection to grading gasolines, but we see no partic- 


ular advantage from grading quality products because 


j you cannot have 8 or 10 grades and if you have a number 
2 grade the difference between the first sold on a No. 


grade and the poorest sold under the No. 1 grade there 


might be very little difference. 
(ir. Halverson V.84 P.9639) 
He says if the Governnme nt 
feels that it is in the public interest to have grading 


we would place at their disposal any of our technical 


| advisers whom they might desire. 


(ir. Halverson V-84 P.9643) 
Professor Stansfield 
also gave us the benefit of his view and he Bays, if 


the petroleum industry is suffering from unfair com- 


petition and if the consumer is suffering from pro- 


ducers who le* the quality of their products fall be- 
tou the reasonable expectation of quality for the 
grade then the establishment and enforcement of care- 
fully prepared specifications would be of undoubted 
advantage. (Prof. Stansfield V.119 P.13352) 
If, he says, on the other 
hand, the main trouble is that of fraudulent blending 


and substitutions, then this difficulty might be over» 


come by suitable regulations and the cost, trouble and 
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possihle drag of standards could be avoided. 
(Prof. Stansfield V.119 P.13352) 
Standards, he thinks, 
would be worse tha: useless unless enfurced. 
(Prof -Stansfield V.119 P.13353) 
He said it might be an+= 
ticipated that any standards adopted in Alberta would 
follow the main lines of those of the National Research 
Council, with minor adjustsients to take care of local’ 
conditions in Alberta. (Prof Stansfield V.119 P.13356) 
And that the Department of 
Trade and Industry is now taking the matter up. 
(Prof Stansfield V.119 P.13366) 
He thought that the system 
of selling gasoline tanks would be a simple way of hand- 
ling the situation and might meet the difficulties. 
(Prof.Stansfield V.119 P.13371) 
He said, I am in favor of 
the adoption of standards for all refined products in 
Alberta. These standaris should be set up after con- 
sultation with the industry and getting the benefit of 
their views as to their practicability in the light of 
(Prof.Stansfield V.119 P.13377) 


their operations. 
and Dr. Frey tells us that 


it is hard to replace integrity with standards. The 
consumer is protected if the oil inspection is vigorously 


Garried on. Costs of inspection are approximately 1/10 of 
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a cent a gallon. standards are no better than the 


administration of the law. 


(Dr. Frey V.129 P.14587) 


Now may I say a word 
about jobbets, sir.’ 

Mire Halverson auys that 
jobbers are likely to make other arrangements if cur 
prices are not satisfactory. He says they may build a 
refinery, or link up with some other companies that. 
have skimming plants in Turner Valley, and who for 
this additional volume, would probably be willing to 
put in improved facilities for turning out quelity 
produsts. (Ire Halverson V.81 P.9851) 

He says the extra volume 
of the jobbing business helps us to cut Gaown manufact- 
uring costs per gallon on our dizect gallonage. 

(Mir. Halverson V.81 P.9351) 

He said there would be no 
purpose in cur giving jobbers a better price than 
necessary, simply to enable them to compete with us 
Successfully, because we realize that jobbing business 
a and direct gsllonage is the only kind that 

-gan be considered reasonably permanent. 
(irs Halverson V.81 P.9352) 


He says we lost all or 
part - --~--- 
who is speaking, Mr. 
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nike NOLAN: ue Halverson and he says, 
we lost all or part of the gallonage we supplied to 
Bs A- Oil Company, Sun Oil, Gity Service Oil, i/eGoll- 
rrontenac and others when they build refineries or made 
other arrangenent gs. 
(hire Halverson V.81 P.9352) 
He says in 1938 our jov= 
bing sales in Alberta not only showeé a profit of 
&76,891.06, but also carried $75,740.72 of overhead that 
would otherwise have had to be charged against direot 
marketing. (ir. Halverson V.81 P.9356) 
Mire Meltabarger says that 
the jobber has a place in the industry. He performs a 
valuable service in that he may set the price for come 
petition. (lire Meltabarger V.10é P.11572) 
fe says that the jobber 
gives employment to quite a number of men, he is giving 
employment to a large amount of capital and if it does 
nut result in enhancement of price to the consumer then 
the public is benefited. 
(ir. ilJeltabarger V.103 P.11573) 
tire Claytcn said that we 
feel that the jobber has a place in the oil industry. 
He is free to buy where he chooses. He is not compelled 
to market the product which he himself produces which 
sometimes is a handicap, and we feel that as his entire 
energies Pa wats se are devnted to marketing, that 


perhaps he is an expert and possibly more so than the 
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company whose efforts are diversified from pr oducing 


to retailing. 
(ir. Claytou V.103 P.11643) 


iy. Kayley of the Ethyl 
Corporation said, it is only a personal opinions, bute 
feel that the jobber - 9 out of 10 of them - are local 
men; they have friends in a given community; they are 
usually mixed up in civic affairs and fraternal 
organizations and they have a standing in the community 
that very often a large company cannot obtain, and 
that standing delivers to them a certain amount of bus=- 
iness that it is very hard for the @ivision maneger or 
agent of a large company going in there and starting a 
branch to secure. And I think it is the local nature 
of the jobber and the fact that he is a member of the 
community that brought him the business. 

(H«Kayley V.105 P.11766) 

lire Priestley says, the 
jobber is a disturbing factor to the refiner. He enters 
the field am gathers around him e number of persons by 
his energy and good will and sales appeal. He goes into 
the field and secures a portion of the business and 
assists in breaking down the monopoly that would other- 


wise prevail. Indirectly he performs a service by 


monopolizing purchasing power. 
(ire Priestley V-107 P.12041) 


Mre G. A&- Mackenzie said, 


the Pecmicel benefit to the oil business of the 


existence of the independent jobber is because the large 


." aha ya 
4 : s / 
oo = ‘ = % i 
: ' sy = 4 im al , 
“ , = ry nite 5 . nk 
awe = « Fh 3 
a so 
Kay * “ 
i 2 
‘ , Ex Ree 
& 3 . 
5 : - aha. 
i ‘ 
ee =e - 
a} _ roa } 
tae! = 4 
gt x aes 
y = a 
ay ~ 
; ay , x . f, 
‘ oe 4 wee . > 
: R E aa - 
a <q" xy 3 : 
a“ . 5 “ 
; L . 
e me it e 
. =¥ 
i e 
2 v3 ou Scr . 
. . ; : 
“ a hs ; a 
: > : ce 
; ; val 4 £ 
= a - ' 
. . a, Be 
, : 
Mee fF 4 te 
i : Saeed 
: ne Bog _ 
: : a a“ bat r 
: 4 Ree =- 
avi a . PY 
: - 3 a 
* ei pen 
Ree 
' ; tet ‘3 Se 
Li oe ay 
. pon = 3 
& =s Loe 3 
x sey 
ua os : : 
pee oe - ye 
1 Dery 
R; as ~ 
‘ bi t . 
ie) om ‘ 
eon t 
: Ee i. he 
. a Lon o 
xe eB 
: a i : 
cme 
4 sr 
i = 
i A 
' 5 : 
ved _ , 
a ’ 
H : 
Mi 
' Vase 
e ” . 
¥- Oss Ss ' i 
‘ “ Ve thed te 
: 7 - Z : Hf 
(eae : 
t 


“> 4 — 
; a 
‘ § ae pas yi aes 
i tert 
* % * 
a 
z : ee . * 
oes ?: 3 : ; “ 
x : : : 
‘ \ a mg. 2 g % 
: pa a) 
wad : £4 
Ar oe . ioe ae 
my! 1 4 ; 
sb 2 ~: 
i : “ 
\ ars 2 a 
; : ‘ 
% ¥ : 4 > , ne 
3 = : 
2 as 5 
fen orks Z s 
2 S : - . ‘ 
‘ J E oes ae = A 
‘ : , ies 2 
5 r rr . : 
\ I ea, : ‘ 2 : 4 5 
= t ope Es 
e es. ain ; z - 
% af Pail ee “ ns res : 
i 5 . : > ae test 
vid : 
¥ of . 3 ay 
- “ie 1 . 
Br: oe : : Pe 
; : 4 Beit } 
a i as i 
' F . MA 2 > ee | % 
i % " = a 7 
: ‘ _ ba ‘ - nar 7 8 
i ; a 
; Soe = aa ae 
=~ ; be ; 
i (eae a ot 7 
i ; + wad | 
. . ee 
7 es - x - Py 
: tc ‘ 
x 
r , ; j 
Sy : oe cy ek: 
3 . . 
; ; 2 
rs 7 i 


He Gs Nolan, K.-C. 


Cl 
21 = 15,886 - 


organization does not accommodate itself to changing 
conditions as the small efficient business unit. 
(G-A.MacKenzie V.108 P.12165) 
He says, jobbers create 
keen competition and lower the price structure. 
(GA MacKenzie V.108 P.12227) 
sire Jones of Gas and Oil 
Produets said, I would classify jobbers who are tied up 
to the ma jor companies as no more or less than dunmy 
seteups. They are just marketing agents for the major 


companies. 
(WeH-eJoness Vel109 P.12286) 


hic. Kew of Canadian Oils 
said that that company was as free as the air to de- 
part from the Imperial and to purchase one gallon or 


their total requirements from that company. 


(C.H«Kew V-lil2e P.12614) 


(Page 15,837 follows) 
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Mr. Doty said jobbers 


stimulate competition. They give the customer better service 


eae] 


and employ additional labor. (Si Gs) DOG V2 a eee) 
Dr. Frey says thet the jobber 
became a part of the industry and brought in products from the 
United States before the refineries were built. 
(Dr... Prey, Vellooe se. 24665) 
ie says the Imperial were able 
to sell products to the jobbers and the jobhers did not 
consider it desirable to build refineries in view of what 
they could purchase the products for from refineries in 
existence. (Dr. Frey V. 138. P. 14664) 
He says some jobbers are much 
more concerned about petroleum products other than gasoline tha 
they are in gasoline. Gasoline is needed to complete their lin 
they are doing a distribution business similar to that of the 
other companies and insofar as they are not charging more 
than the companies that have the refineries it seems to me 
that they are performing a service in the province, and their 
justification for being here is the fact that they are able to 
stay in the picture in competition with the other marketers, 
and that they are providing a service au no higher price 
generally - certainly not on most of the comion products - 


than those who are distributing through integration. 


(Dr. Frey V. 142 BP. 14665} 

He says that no matter what 
percentage the jobber has of the business, they represent 
their part of the competition, they represent so much gallonage 


that somebody else does not get. 
(Dr, Frey V. ide  P.oadee 
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One general principle is, gaid 
Mr. LeSneury § that the jobbing business gives you a certain 
profit. It avoids the other man putting in a refinery andi you 
have the extra volume. (Mr. LeSueur V. 136 P. 15221) 
if you cut down the jobber 
moO.much the jobber is going to find the money some way t>d 
set up a refinery. (lr... Lesucur 1s Lobes Loee5) 
Mr. Halverson tells us that 
there are no contracts of any kind existing between our 
cumpany amd its jobbers. (Mr. Halverson V. 137 P. 1539 
Now, the last sub-head I have 
under the big heading of Marketing is "Return on Investment." 
.r. Cottle told us during the 
latter days of the Commission that he had attempted to relate 
the perfurmance of the Imperial to the posted tank waggon price 
at Calgary. Using the price structure it should be posted 
to determine the net-hack at the refinery from tle sales in 
the province and relate that net-vack to posted tank waggon 
prices at Calgary. (Mr. Cottle V. 130 P. 14444) 
Then.in Exhibit."652" Mr. 
Cottle makes his estimate and he says "I estimate that the 
sales of Ethyl, 3 Star and acto at the posted tank waggou 
prices of 19¢, 165¢ and 14¢ should -esult in a realization 
at Calgary of 14.55¢ per gallon. 
(Mr. Cottle V. 13 P. 14452) 
He makes reference then to 
Exhibit "655" ani "655" is the Marketing Spread Statement. 
He tells us that this is an attempt to isolate the marketing 
from its complete operation. 
He says according to Exhibit 


"656" +he value et the refinery is 14.49¢, and that that 
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Exhibit was prepared to show what the Imperial realizod from 
the sale of the various products. He says "Therefore I am 
satisfied that the 74.49¢ ig the amount that could be expected 
to be realized from the sale of isso, 5 Star and Acto in the 
proportions in which Imperial sold them at Calgary tank waggon 
prices, making the nesessary adjustmerts for dealer discounts 
ani freights, intor-station transfers and dealer cartage. 
(Mr. Cottle V. 13C P. 14459) 
He says that the marketing 
spread is displayed in the gasoline section of Exhibit "658" 
and he points out that the spread between the cost of 9.49¢ 
end the realization of 14.49¢ is 5y. He says the spread 
or. al] gasolines is the difference of the value of 14.71 
anc the cost of 9.59 which equals 5.16 cents. 
(Mr. Cottle V.130 2B. 244638) 
Then he builds up for us the 
total capital employed of $3 ,681,634.93, and then Jookirg at 
Exhibit "655"and applying the profit that year, the net 
profit after income tax of $389,060.89, he says that that 
represents » returp on the investment of 10.5%. He says 
that if we took Dr. Brown's basis of 6% cn the working 
capital and 15% on ether assets ané@ 15% on service stations 
we would arrive at a orefit of $418,000.00, which, as you see, 
is slightly in excess of the actual profits enjoyed. 
(Mr. Cottle V. 180 P. 14473) 
He says if the price of 
Esso and 3 Star changed one cent it would make a difference 
of $132,000.00, less income taxes of $29,000.C0O, leaving a 


profit of $103,000.00. He says the return on the investment 


would be reduced from 10.5 to Fe Tos 
(Mr... Cottide VY. 130 Duieaye; 
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He says that the MacDonald 
Commission substituted sales realization by a method of 
dividing the total cost of all products by the total gallonage 
and arriving at a ccst per gallon. 
(tir. Cottle Vi. 260 Py 4477) 
He says the only thing that 
makes sales realization method reasonable is that it recognizes 
the important fact that different pmducts have different 
values. (Mr. Cottle V. 130 ». 14478) 
He says "I am comcerned as to 
whether or not in the total operation the profit is reasonable 
and to whether or not one product is unduly high in relation 
to another." (Mr. Cottle V. 130 P. 14483) 
He says that the whole Inquiry 
boils down to this: 
1. Whether the amount of capital on which the return was 
made is correct. 
2. What was the return on that capital. 
(Mr. Cottle V. 130 vb. 14484) 
And when we put into effect, Mr. Chairman and Mr. Commissioner, 
the reductions which we made ih 1939, as you will remember 
the July reduction made a difference of $56,000.00 and the 
Vetober reduction a difference of $85,600.00, being a total 
of $141,000.00, if we take this net profit figure and apply 
it tc our capital structure vf $3,681,634.93, we find that 


there is a return on capital of 7.56%. 


THE OHAIRMAN: What was your last statement? 
MR. NOLAN: | 7.56%, Sir. 
THE CHAIRMAN: and you say that is----- 


MR. NOLAN: Is the return we would heve 
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received on our capital employed in the year 1939, having 
regard te the price reductions which were made during that year. 
I think that figure is right. That figure is net in the 
evidence but that is my computation of it and, of coumge,. vou 
wae check me on that. I do not think there is much difference 
about that and Mr. Frawley intends to mention that in the 
course of his remarks. 
MR. COMMISSIONER LIPSETT; Is that just taking the 
$141,000.00 reduction off the tw previous figures, and off 
Mr. Cottle'’s calculations? 
MR. NOLAN: Yes; it ie gust thet, 

Now, turning to the question 
fee ee itverration". 

Dr. Frey tells us that there 
is no perfectly integrated company. He says that every o17 
company in the United States prceduces, and also buys in 
sizeable quantities. (Dr. Prey, Ve 129° oo aes 

He gays that the Imperial Oil 
is not perfectly integrated for two reasons. 
(1) It does not produce all the crude it uses, and 
secondly, it does not own all of the service stations which 
it supplies, nor does it operate them. 

(De. Frey Va) 189 2. 7aerey 

He says it is not the degree of 
integration. It is how successful they are in managemen t 
that counts, whether they are integrated or non-integrated. 
Te mere fact of integration is not proof positive of better 
ranagement. (pr. Frey Vs, 105 2. 256007 

He says as a general class 
vertical integration is more successful than horizontal, but 


not necessarily so. Dr. Frey V. 136 2. i603) 
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He says that to think that a 
cnmpany can be grossly inefficient in one department and make 
up the profits in another is just sure death. 

(Dr. Brey Vio. 135.2. Peon) 

An integrated company to be 
Successful must be careful in all of its branches. It 
cannot let one branch carry on the whole business. 

(Dr. Frey V. 135 P. 15093) 

Mr. LeSueur says the over-all picture 
of an integrated company is simply for the purpose of 
determining that there has been no manoeuvering between 
one department and another in the passing of profits. 

(Mr. LeSuew V. 136 P. 15171) 

ur. LeSueur also says that 
apart from that the Production Department of an integrated 
company should be compared with the production department of 
Uther companies, similarly refining v. refining and 
marketing v. marketing. I dv not think the over-all picture 
should interfere with that. (Mr. LeSueur V. 136 P. 16171) 

ir. LeSueur says the Royalite 
produces less than one~half the crude that the Imperial takes. 
On that crude it is entitled to the same position as any 
other producer. You would not say that all the otter 
producers are entitled to a profit when the Royalite 
is not. (Mr. LeSueur V. 136 BP. 15272} 

He says that to say that the 
Royalite mst supply its orude at cost is fundamentally unfair. 
The Royalite is a separate company with minority interests 
and is treated by Imperial as an independent company in all 


its relations. (Mr. LeSueur V.- 136 ee 15172) 
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ie says that any one producing 
is entitlec to be treated without discrimination. 

(Mr. TeSueur V. 136 ©. 15173) 

He feels that the natural 
forees limit the uses of the strong position of Imperial to 
put competitors out of either the producing or the dis- 
tributiny end of the business even if they wanted to. ‘There 
is enough competition to stop it. 

(Mr. LeSueur V. 136 P. 15175} 

He says that the Imperial 
owns 70% of Royalite, the other 30% being scattered amongst 
various minority shareholders. The Royalite produces 20 to 
25% of the crude in the Valley and produces only about one- 
Moe Of the crude required by the Imperial Oil Refinery in 
Alberta and Saskatchewan. He says the pipe line is a 
Puvlic utility. The price of Turner Valley crude is on a 
competitive basis and that he has been unable to visualize 
any set of circumstances that might arise where Imperial 
could use its partly integrated position to offset or 
destroy to its advantage conditions arising in one or the 
other departments of its business. 

(Mr. LeSueuw V.. 165 BP. 15135) 

He says the Royalite has & 
large minority interest, 50%, and the principle has always 
been rigidly adhered to that the parent company dealing 
with a subsidiary that has a minority interest, mast deal 
with it as if it were two independent ccmpanies. 

(Mr. LeSueur Vs. 165) P.. Lhlaey) 

He says that any contracts 


which are made must be on the basis of such fairness and 


On such a business basis that they will stanad the closest 


perutiny. That principle is rigidly adhered to between the 
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parent company and subsidiaries, and between different 
subsidiaries. (Mr. LeSueur V. 135 P. 15136) 

Then Dr. Frey tells us 
that if he were considering the financial position of an 
integrated company he would consider its over-all picture. 
But that if he were trying to compare an imiependent 
marketer with various integrated marketers then he would 
have to confine his attention quite largely to that prticular 
operation without regard to the total financial position 
of the integrated corporation. 

(Drs. Prey 9 V4 137 Ba aagen) 

He says "I think the fact 
that Mr. Ccttle ani I worked together on the general scheme 
indicates we were arbitrarily waking a separation between 
the various parts of the integrated company in order to make 
a comparison with similar operations of other companies, 
and it was obviously impossible for us to consider the total 
operations of any one company in dealing with that type 
Of Situation." (Drs Frey View LOT Be 1eom) 

He says if you were concerned 
with excessive profits you would consider the part 
individually as far as possible in the total operation. 

He says if you were making an 
examination of the total operation, one would also have to 
make an analysis of the affiliate operations. 

(pr. Frey V. 137 P. 15382) 

He further says "I do feel 
that the explanation that was made by "'r. IeSueur is one 
which I likewise would want to recognize and that is that 
if the excessive profit in one part were being plowed 
ig manoeuvering or some sort of collusion 


back and there 


between the parties. (pr. Frey .¥. L300. 26sen) 
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He says you have to 
arbitrarily examine the marketing branch with the marketing 
company and the producing branch with the producing company. 
Otherwise you would be penalizing the large turn-over and 
the large turn-over makes for a reduced cost and in the ena 
you would destroy that which you want to accomplish. 

(Dr's. Frey: Vs, 16% 2. eses) 

In conclusion he says the 
Standard of New Jersey, by reason of its 2 billion solier 
capitalization and its great diversity of interests and the 
heavy problem that it has in management, is pmbably, if 
anything, a little more conservative than most oil compantes. 

(Dr. Frey V. 95 P. 10796) 

And again, a largé fraction of 
the integrated companies of the Mid-Continent have not bem 
ima profit position for a long time. 

(Dr. Frey %> 95 BP. Tocdag 

Wow, going at once to the head 
cf"Competition™, Sir. 

THE CHAIRMAN: Do you want to pause? 


MR. NOLAN: No, thank you, 2 will go, Gn a 


Hertie, if I may. 


lr. LeSueur says the chergs tha 
oo is no competition is largely due to the fact that as 
the leader in the mrticular district raises or lowers prices 
the rest of the industry usually follow. 

(Mr. LeSueur V. 136 Ps. 15196) 

As this following is evidenced 
orice changes at all gervice stations, the general 
impression of lack of competition gains general credence, 


(Mr. LeSueur V. 136 P. 15195) 
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He says that all companies 
keep careful watch of two pivotal factors: 

(1) whether their share of the business is being diminished, 
(2) whether any competitor is endeavouring to acquire some 
of their business by Lower prices. 

Mr. LeSueur says that the usual 
method of attempting to increase business is not by openly 
posted prices but by secret price cuts, disccunts, etc., 
and that sush practice usually affects the company having the 
largcst volume must severely and if it judges the cut to be 
more or iess permanent, must move to meet it. 

He says that company is usually 
the first to meet the cut and the smaller operators 
immediately follow hecause the have to meet this cut or lose 
business. 

Further, they have also most 
probably been subject tc the conditions produced by the 
price cutter, though to a lesser degree. 

In summary, therefore, so-called 
price leadership in the petroleum industry boils down to tte 
fact that the company with the largest share of the business 
usually bears fenraiua of formally recognizing current 
Conditions. The conditions which in actual practice exist 
and under Bion the refiner and marketer must carry on are; 

(Mr. LeSueur V. 136 P. 15196) 
(1) the cost of his crude and other raw materials, 
representing 80% of his refining cost, is set by competition 
and cannot for long be out of line with the prices 
determined by competitive forces. 

(2) The prices at which he sells the petroleum products 


made by him are also fixed by competitive forces to which he 


oo 
Loa 


at 


ea ree wr 


aetnaqmee i ree we 


Saks 


Shiai = ttn an a al a a ers. (ad ake See 
Sade tints yates ii eieaheuih Ls te nae 


ners yee 4 ee 


Yee 


erin p erbige ot Sit uiowsaban we 


“i iol: cs | 


ear is Wee ae Re i Piste arey> 
DP B2ie a wy oni it 8 toe aweMt at a ba ok ; say » Pa in » ‘ nen A 4 
me ye cs + a 
Er , - 
vibe. et You et: f- © Beis tae eiereet oe sida a0 8 


Ln}. 4 ; 


Geo artes why ine ae ond atnor a at lait oer 
eat s : mi ie cee & ? ‘ ; ye som 
OP Tig Gd? 8 asi shat rar E ; 


ae tania ai ovat teak a 


‘ eee A eae i ¥ sar oe A ah 
vf factor. mE Gah DA? e se cys ot 1% saad 
Bm bal OG en isi ta ait iia tie aa toni of | iu 


ve 


eto Ea Qooical ae *! re eel 


"ieee 
K ae 
(eared woaeoit. a ew 
} ai eayy. sth ny 5 ey Seer 
xt EDS SSR" Mr y’ 3 inst ary evi eis e ee | abide a 


ad's it. to erst + ces ‘edt aii 


te a af Late Ageioe's lit $5 | Bao 


a este ithe: Daud om ts) dinein Baikinges: a 


& + 
é is ae She : : +e 


ens m0 Writes ene hai oS ot ha saa tor bd doriiy * 
teerar ig V7. i £ a Ea) lok: ‘ rh any. 


, lan As 
. prises 


abe eosin Snager: “ths tte ‘ae shuns wk ‘te “as 


“4 4 eS : he OG ‘3 yee. 
fects Pex Lie’ ve an be tee on ‘witha ing wie 16 Boe; 
1 feat bite Be : 


‘eae hene Seth atte ener 3 ° tae $a cot Be i" 


Brovhiet> ‘ 
a: 
at doldn «¢ ane 


bar 


eee prt sueat vis 3 


bu a a ae 
al Po | ; Ril 7 


T-1 
im 


} -15,847- 
me Gs Nolan, kK. 0. 


must bow if he is to survive. 

Betweer those two poles he 
must maintain himself in heal thy and vigorous condition. 

He can only do this oy main- 
taining a high degree of efficiency throughout his operations. 

By keeping alertly in contact 
with technological progress to lower his ensts or improve 
the quality of his products. He must never cease in his 
efforts to vbtain as large a volume as possible because 
volume directly and immediately affects his ensts. 

Vulume of sales varies. By reason of competitors’ efforts 

and by reason of general economic conditions, such as good 

or bad crops. (Mr.) LeSueur. V. 135. )2P..15197} 
He says competition appears 

to be the one force which can nicely correlate maltifarious 

factors which exert an influence with verying force am at 

varying times, and work out am over-all equitahle result. 

Now he says the reality of very 
keen competition in the business is demoastrated by certain 
facts: (Mr. LeSueur Ve. 136 P. 15198) 
(1) prices of petroleum products have shown a consistent 
downward trend over a long period of years. 

This downward trend is more pronounced in petroleum products 
than in other articles. Gir, GeSueur Vs: 256 o Pa abnor) 

He says this fact can only 
be accounted for by keen competition which has forced these 
in the industry to pass on to the consumer any benefits 
derived from lower costs or improved processes. Gasoline 
prices dropped from 100 in 192s to 66.8 in 1938. Crude 


dropped from 100 in 19235 to 80.9 in 1956. Clothing dropped 
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from 100 in 1923 to 74.7 in 1938. Fuel ana light from 100 
1090923" to 85 in 1938. (Mr. LeSueur V. 136 Pe. 15198) 
He says that in Alberta, 
taking 1934 as 100, by June 21, 1938, there had been a 
decline in 3 Star of 73.3% and he says that the index q 
of General Level of Canadian Wholesale Price, taking 1934 
as 100, shows a rise by 1938 to 110.3. 
His second fact demonstrating 
the existence of competition is that the Imperial Oil share 
of the available business, exclusive of jobbing, dropped 
from 35.71% in 1934 to 31.03% in 1938. 
He says this loss was sustained 
eaysprce of allverforts of Imperial Gil to avyoidit and 
it is a very definite proof of the existence of competition. 
(ay Lesucur V. 136°). 15799) 
His third point is the building 
of larger number of distribution outlets than is necessary, 
mostly done by new distributors seeking part of the existing 
business, evidences keen volumetric competition for the 
market. (Vrs LeSueuxr V. 136 PB. 25199) 
He says this competiton has 
largely ceased and the natural foree of this expansion has 
reduced margins and forced a realization that this method is 
unhealthy. (Mr ) Gesuiedr V5 166 “Pe te?) 
He says our records show that 
the volume of sales per outlet is increasing while the gross 
cost of distribution is remaining stationary, even with 
inereased benefits and wages being granted to employees in the 


industry. 


He says there is considerable 
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evidence that the forces making for continued over- 
expansion in outlets have passed their maximum. 

He feels that a reversal is 
under way, and that the position is being corregted ia 
gradual way without any severe dislocation in the industry 
or hardship on the employees. (Mr. LeSueur 136 ©. 15200}. 

His Lourin peias wos 
Another fact to be no ted is the increase in the number of 
independent refiners, producers and distributors in Alberta 
and Saskatchewar, which is evidence of a highly competitive 
business. (Mr. Lesuenr V. 136° 2. ieee) 

His Pit veh poli 2S: 

Moe Taree companies are spending large. sums annvelly” On, researe) 
and the main urge under which they make these investments is 
competition. (Mr. LeSueur P V. 136 P. 15200) 

He tellsus that in 1988) the 
Imperial spent over $200,900.00 in research and that the 
speedy pace of technical advance has resulted in lower costs, 
improved processes, and better quality of prceducts. 

(Mr. LeSueur V. 136 P&P. 15200} 

He says these benefits have 
been passed on to the consumer under stress of the keen 
competition for business. 

He gays the steady downward 
trend of prices in spite of the large investments made by 
reason of rapid technological advance is reflected in the 
comparatively small returns made by oil companies to their 


shareholders over the past few years. 


(Mr. LeSuew V. 196 PB. 15296) 
He says that it is the opinion 
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the reasons being: 
Firstly, they are marketed by practically all the dis- 
tributors in Alberta - Imperial Oil, B. Ae, Texas, North 
Star, Canadian Cil, Great West Distributors, Gas and Oil 
Products, ete., and 
Secondly, that each of these distributors is endeavouring 
by whatever means he has to obtain as large a portion of 
the Q. brand market as he can. Hach one les obtained a 
portion of the market, so that you heve a definite volumetric 
competition irrespective of price. 
Thirdly, as to price. 4 Star and Esso have dropped 7¢ 
within the last few years, and he says a more rapid and 
larger aggregate drop than has oceurred in any other part 
of Canada. (Mr. LeSueur V. 136 P. 15201) 
He says that only half of that 
drop is represented 4y the drop in raw material prices, 
including that of crude oil, and the rest can be ascribed to 
competition, efficiency and other factors. 
(Mr. LeSuewr’ Vi 136) (PR. 25201) 
Dr.Frey had a good deal to say 
on this topic. He began by telling us that in time the 
people of Alberta are going to buy cheaper capoulitie and other 
petroleum products as time goes on. He says the consumer 
cannot help but benefit provided we have a continuation of 
competition, and that so long as refineries, sellers, 
distributors and other cperators are restrained from 
entering into agreements there must be a continuation of 
reduced costs and reduced selling prices. 
He says there is competition, 
and while there may be people who are impatient with the rate 


at which reductions are going on, we must bear in mind we 
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are dealing with a geographical entity am we cannot go much 
further than to hope for an improvement in the « conomic 
geography of the entity. (Dr, Frey V. 132 P. 14657). 

There are economic factors and 
various climatic marketing factors that are working 
against the province in many ways and these cannot be over- 
come overnight. (Drs Prey Vs 1Gd. Vege ee 

He said "EZ cannot see that the 
system here is particularly out of line. TI would ratter not 
be complimentary than be complimentary. But I cannot help 
he says ‘but say that I think the economic system is working 
and working quite effectively toward the ultinate benefit 
te the consumer and that as prices now stand I cannot see 
that there is anything redically wrong about then. 

(Dea Pre Wey 151 (Po aig) 

He. saye "I do not see anyiione 
in the present situation that is so completely out of line 
as to necessitate Government action as drastic as utility 
regulation. (Dr. Frey ¥. 131 P. 14661) 

We think that all competition 
must be immediately price competition. Prices ultimately 
reflect the total of competition of the competitive effect 
and nct just the price effect." 

(Dr. Frey Ve 12  P., 14665) 

Mr. Frawley then suggested at 
this point there had been no reduction in the consumer 
price because the Texas Company is here and Dr. Frey said 
"Tt is very difficult to say because you cannot measure 
just what factors are responsible for the reduction in 
price. That is, price reduction is the consequence of 
all competitive factors and not just one." 


(Dr. Frey V. 132 P. 14668) 
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Then he says these words: 

"I would go so far as to state that the competitive pee 
in zlberta is so intense that there is no possibility of 2 
consumer paying more than any other consumer in North 
America in considering the geography under which they 
hive. " 

He says'there is no evidence 
that I know of that extortionate profits are being made and 
the consumer is not in the hands of any one company, and no 
one company is making so imch money that we have any fear 
fer the consumer in Alberta." 

He says "I think the consumers 
are petting a product of a higher grade than they used to, 
and the profit tc the companies operating indicates that 
there is no extortion being practiced by those ergaged in the 
industry. (De. Frey V. 192° Pi 1476e% 

There is’ he says 'competition 
in the resular structure and in Ethyl. although it may seem 
that there is more competition in 3rd grave than in the other 
two, nevertheless there is competition in the two better 
products. ° (DreoPrey? Vc) Lgeaw spe 14785 ) 

'The competition!’ he says, 
texists not only as between various people who are 
manufacturing those products, but also by reascn of the 
differential between those procucts." 

| | He says that if a company 
that has a substantial position in the market makes a dowr- 
ward change in price the others will have to follow. If 
the price movement is upwards they do not have to follow. 

(Drv Frey Vallgep Ps i47ec7; 


He says that competition is 
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the sum total of actions of all of the people in the 
Maricey. Price reductions are the) result or iain compe ti tive 
forces being at work. 

He says competition is not 
Unly in price. fherevare many cther things, all of 
which ultimately express themselves in price. Competition 
in volume in turn exerts an influence on price. 

It is impossible to separate 
each element of the cumpetition and say that that element 
alome is responsible for price. ‘the price is the sum total 
of all the factors acting on the mrket. 

lt is not Only a@ matter of 
costs and gallonage and conditicns and prejudices. ‘There 
are a thousand things that enter into that sum total, tihe 
effect of which is called competition, but they ultimately 
reflect in price. (Dr. Sr ey Vn. GSS WP eo as 

He says there are two factors 
operating all the time in the matter of price; 

(1) The competition within the product itself. 
(2) The inter competition of the products with each other. 

(Dr, Prey Vi.133> Pe leer) 

He said the fact of the mitter 
ig that these gasolines, especially the first two, are staples, 
and as staples they will all tend towards the same price. 

(Dr. Prey s¥2 133 Pe 14614) 

He says the change in price 
yesterday was not the first manifestation that there was any 
competition in Q. There Ms been a 7¢ reduction in Q. 
since Sentember, 1936. That is due to the fact that crude 
prices went down and naturally as a consequence of the 


competition. (D7? in Frey ae 136 Pe. 14321) 


| eike eashe . 


get 


rm eee 4 
a . - < 
; 7 & 
Be 
r 
¥ ; Aare ame oS 
; % Boke x d 
. mek Se Pa 
J ‘ a t 
’ oe 5, . 
' od 
F , a. e ghee 
‘ate eS , 6 eee 
u 
: f 
; Ny 
ar ems DA g 7 - , - 
v4 rt Pay e 4“! mo ; a é “ 
, us ~ x ag 7 Ss * . | 
eens Aes See 
“ aid ° 
. P 
&., wal 7 
wy: | : i 3" ° ec tsa oe 
: biped RS fe. 2h ayy Pie ie . ae 35 ( = gy x 
es p : : f a ns a ace = ag 77 


T-1 


-15,854- 
Pee Gs, DOLan, KK... C, 


Mr. seSueur says, independents 
have manifested their presence in the market by taking 
part of the market and cumpelling, to an extent, the cuts we 
have made. (Mr. LeSueur V. 136 P. 15210) 

Dr. Frey says the price of 
crude in Turner Valley is the competitive price and the drop 
in the price of crude is not just an arbitrary move, i> is 
a response to a competitive situation. 

(De. Frey V. 125 “By 24074) 

He says the Imperial Oil made 
that reduction in Jctober in order to prevent drainage. 

Mr. Frawley suggested that the 
price was not reduced because the British American was 
threatening Imperial with a price reduction. Dr. Frey 
answered and said that nevertheless the B. a. was threatenet 
by the Imperial the same day. He says the Imperial is 
not necessarily the price leader. There is nothing that 
prohibits the B. A. from doing the sam thing if they want tm, 

(Hr, Frey V.. 123 By i4gee) 

There are two people Here. ea 
there is competition. (Ur. Prey Ys. 136 Peo 

The Chairman then asked if 
the smaller of the two competitors follows the lead of the 
cther, up or down, is that real competition. 

Dr. Frey said that in that 
situation one assumes that there is going to be no change in 
the relative position of the two marketers, and if one 
becomes ambitious he may immediately throw that out of 
balance. If the prices of the two companies are exactly 


i vase 
the same, still there 1s price competition. 


(Dr. Frey V. 133 Pp. 14835) 
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There is seiny Sa eae in the 
United States, aud 27 companies stay within a close ran. ge 
at one moment of the time. They cannot be far apart. 

(Dr. Frey «Vie 483) 4 Be Aeae ) 

The fact that we did have 27 
companies in one area selling at exactly the same price 
doses not spoil the fact that there is price competition. 

I know there is price competition because over @ period of 
years the price has gone down. 

I maintain. where 18 aucien 
between these two companies to get greater gallonage. Mr. 
Miller builds $e different types of stations. He is going 
howwet business from Mr. Halverso if he can. 

(Dr. Frey V. 133 P. 14838} 

Then Dr. Frey says "Y6u have 
had competiticn but you just did not recognize it." 

(Dien BROW View dee Ps Bese 

No price is wrong which 
competition does not correct. He says confusion arises as to 
the price-making processes for two principal reasons: 

(a) the opinion that prices are arbitrarily fixed, and 
(b) the failure to appreciate the nature of competition. 

(Dr. Frey V. 189 P. 14394) 

He says the statermert is ofter 
heard that all of the major marketers follow the price of 
the marke t leader. Therefore it is demonstrated that one 
company sets the price. The fallacy lies in the fact that 
even if the market leader always was first to post a prices 
change it would not follow that the leader fixed or 


established the price. 
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The position of some company 
as market leader is usaally of historical origin in that the 
older company is likely to be the larger. 

Consequently it is selling 
in a larger number of points which mears he is more 
sensitive tu the ovcr-all competitive situation. 

(tr. Brey WV, 229° 2. wade 

He says in any company all 
Suppliers are watching such things as 
(1) the statistical position of the industry as a whole; 
(2) the production of crude and gasoline: 

(3) changes in stock levels; 

(4) general economic conditions; 

(5) the weather: 

(6\ the crops; 

(von) dour ings 

(8) changes in the number of cars on the road; 
(9) employment of tractors; 

(10) ambition of other companies for gallonage; 
(11) secret discounts. 

-nd he says a Large amount of 
his territory becomes sub-normal. The price leader must 
come to a conclusion as to what the respcense of other 
marketers will be. The decision is taken away from him by 
the actioh of another supplier. 

(Dr.Frey V. 129 P. 14402) 

He says no new marketer ever 
invaded an old marketing area without using some sort of 
chiselling methods. 

“hen the market leader 


recognizes that the sub-normal points have become so general 
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as to constitute the normal or near normal Situatior, 
he announces a general price reduction in his Berri Ory = 

He says the other marketers 
meet the price reduction, because they know they will lose 
Pusiness tO otliers if ‘they do not. 

(Dr. Prey VW. 129" Pi Gano) 

The market’ leader in ary 
market can only determine a posting beyond which ecompetitcrs 
cannot go. In dther words he holds the umbrella. 

He says the posted price of the 
market leader does not accurately register at any moment, 
erent Perhaps LOllowing “a general price cut, the orice ats 
Waich al] products are moving. 

fe says for twenty years the 
result of competition has been a down price market. 

(or. Prey Y'y, "Iso. saa ee 

He eacludes by Sayings 
"T think it would be very dangerous to take the standard 
of excellence of the biggest company an@ say all cthers 
should approximate to that or go out of business. It might 
destroy the competition because the ultimate result that 
we want is a free competition." 


(Dr frey ONG tae "Ss 247 ee) 


That is, Sir, a very convenient 


point, if I may have five minutes. Thank you. 


, \ 
(at this stage there was a short recess. } 
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Mr. Cheirmen and Mr. Commissioner, 
dealing with the mein heading of “Government Intervention", 
you may remember thet I divided it into three parts, the first 
being "Regulations and Price Fixing: the seccnd, the 
"Appointment of a Board" and third, a word about “Nove Scotia", 

Now dealing with the first of 
those heedings "Reguletions and Price Fixing", Mr. Helverson 
gave us as his opinion that reguletions should not be made to 
bring about major disturbences in order to accomplish a minor 
result; that they should be workable in practice; that they 
should not discriminete ageinst either the small or the large; 
and that they should, end whicn is of extreme importance, be 
enforceable, (Mr. Helverson V.83 P.9574) 

Dr. Brown said, in general I 
would say if all of the fields in Alberta are completely in 
the hands of one individual or one company it probably would 
be desirable to set up some means of reguleting thet monopoly. 

(Dr. Brown V.126 P.14135) 

itris my opinion, sald ebrs Brown, 
that Imperial Oil would be uneble to get a monopoly in the 
entire Turner Valley by rigging the price so high without 
other crude or gésoline coming in from other places and 
particulerly in view of the feet vhat there are other 
refineries in this territory. I cannot imégine any one 
company getting ARS of all the sources of crude supply. 
That is too much, (Dr. Brown V.126 P,14120) 
Dr. Brown seys, you can fix 
prices under e Public Utility in which you practically 
guarantee a fair profit, but you cannot say to 3 man in 


faimess or in logic “You cen only make so much but 
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you can lose as rmch as you like." 

{ Dr. Brown V,126 P,14157) 

then Dr. Brown conclusions, 
which I have given to you before but which may I be 
permitted to repeat: 

1. There should be no reduction in prices paid 
for crude in Turner Valley. 
2 The two major compenies operating are not making 
a return on investment which is unreasonable, 
KDE. Brown V.,127 Pi lapse) 
ow. The price of.crude should not be reduced: 

It fellows, he seys, that any 
reduction in the price of gasoline which would have the 
effect cf giving a lesser return to the refineries is 
something which should not be recommended. 

(Dr. Brown V.127 P.14235) 

And he goes on, therefore, and 
says, any reduction in the price of gasoline at this time 
by the refineries is something that is not called for, 

T do not think there is any point where the price is so 
seriously out of Line thet ae definite recommendation should 
be made at this time for any reituction in the price of 


finished products. 
(pr. Brown V.127 P.14237) 


He says, the operation cf the 
two majer companies shows a picture that is not unreasonable 


and there should be no outside interference with it. 
(Dr. Brown V.127 P.14237) 


We must have favorable 


situetions in a period of years in order to keep the 
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the industry in e sound condition to tide it over the 
leen yeers. (Dr. Brown ¥.127 P.14238) 

It the’ provits are ‘tote 
reduced the Body reducing the profits must be able to 
PoUEe-e Proper Prerit, ~ Th: other words:, a public utility, 

(Dr. Brown V.127 P.14238) 

And he concludes by saying, 
there should only be Government interference if the 
competition is not real and is in reelity a monopoly 
operating under the cloek of cpen cempetition. 

(Dr. Brown V.127 P.14238) 

Dr. Frey said, I should say 
that the fixing ef the dealer margin would be highly 
disadvantegeous to the honest man and a fine weapon for 
the dishonest. If a mergin were to be established I 
think that the moral responsibility would then fall on 
the State to see that the honest man was protected against 
the dishonest and I recognize as a matter of fact that that 
wevoovery idajtticwlt operation. 

(Dr, Hrey Velol Peleese) 

I think very decidedly that 
price fixing is futile, and thet the companies and the 


deslers take what they ccn get and whet they can get is 


determined by competition.- 


He says if the Government is 
Willing to undertake the complete responsibility of Public 
Utility operations, then price fixing can be done. Uther- 
wise, he seys, I doubt the advisability, except in emergencies, 
either when thines have teken the top flight or there is no 
bottom, and then for the period of the emergency. 


(Dr. Frey V.131 P,14642) 
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He seid if the Commission 
errived at the conclusion thet the prices here were so 
completely out of line that they required es drastic 
action es thet, I do not suppose there is anything else 
that could be done sbout it, short of making it a utility. 

(Das. Frey iV 23) Peed) 

So far as I am concerned, he 
seys, I do not see anything here in the gasoline distribution 
that is so terribly out of line as to force a price regul- 
ation at every~point in the structure, an& that is what it 
amounts to. (Dr, Frey -¥.131.. P.14645) 

He says we ere working between 
three extremes in all times: 

bse Monopoly price with precticelly no. competition; 

2e <A condition uf competition in which there are 
profits but not unreasoneble profits; and 

3. Competition gone wild, with the destruction of 
even the bottom. 

And he says that in the case 
of extremes the State has a responsibility. 

(Dr, Frey Ve131 P.14608) 

He says I think that whenever 
a Covernment tekes a mandatory position, that it wants to 
be very sure cof its ground end to be sure thet the thing 
about which it is going to be mandatory absolutely demands 
action. (Dr. Frey V.131 P.14653) 
Beyond that point he says, lL 


think the Government should exercise as good an influence 


es it cans 
(Dr. Frey V.131 P,14653) 
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& Straight punitive action 
on the part of the Government is dangerous Aor only when 
the end justifies the means is it desirable for the 
Government to go all the way, The less law we have the 
better. (Dr. Frey V.131 P.14653) 

I believe, he thinks, we can 
get further in the long run if the Government will work 
with industry rather than everlastinly throw obstructions 
in the way. (Dr. Frey 'V.131)P.14653) 

He says that the business 
structure is very complex. lt is sensitive. Put your 
finger down on one spot and you start the planetary 
system going. (Dr. vErey WilSl Pp. 14653) 

He said, I prefer to throw 
as little interference in the normal economic processes 
as possible. I think that a. situation must be drastic 
before it requires drastic action. 

(Dr. Frey V.131 P.14654} 

Gov ernment intervention should, 
under no circumstances, he says, be mace unless conditions 
are such es to patently indicate the need for Government 
intervention. (Dr. Frey Veldl P. 14655) 

And thet until it appeared 
that Government intervention is desirable, it must be 
treated as an emergency measure, or of temporary duration, 
or it must be considered of so serious a character as to 
call for the creation of a Public Utility. 

(Dr. Frey V.131 P.14655) 


In the marketing situation 


in Alberta I do not see any indioation that there is 
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any necessity for Government intervention, 

(Dr. Frey Vi51  P.14655) 

And he said, in speaking 
of Government intervention I did not confine my remarks 
just to marketing. tI would sey that my remarks would 
apply with equal force tr any part of the iné@ustry. 

(Dr. Frey V.132 P.14676) 

Now he says, there are four 
oocasions when the Government may properly intervene: 

(L) when there is great scarcity; 

(2) when there is great plenty, which may lead 
to the demoralization of the industry; 

(3) when there is a likelihood of monopoly; and 

(4) when there is collusion. 

(Dr. Frey V.133 P.14783) 

Now he said in consijering 
whether the price was such that the State should intervene, 
dewoud consid er: 

(1) the profit position of the companies, and 

(2) make comparisons between prices in various 
places and prices here, having in mind the 
difference in the cost of production, transport- 
ation differences, merket differences, geograph- 
ical differences, the nature of the industry and 
the type of climate. 

(Dr. Prey Vi.1se Poa4e7e7) 

He says the establishment of a 
monopoly by a State would be practically impossible, but 


there could be a National monopoly. 
(Dr. Frey V.133 P.14846) 
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He says you start off to 
control only a little, and vefore you know it you are 
controlling everything. You do mt have business manage- 
ment. You heave government management. 

(Dr. Frey V.133 P.14849) 

And he says the business men 
are generally more capable of making decisions than 
government men, (Dr. Frey V.133 P.14849) 

Government men are not willing 
to take risks, (Dr. Frey V.133 P.14850) 

if there is any “con trol Of 
the industry it must be exercised over a wide area rather 
then over a small area. (Dr. Frey V.133 P.14854) 

He says nothing, in my mind, 
cen be taken over rapidly by the Government and made into 
@ success, because it leéxa trained personnel, 

(Dr. Frey V.133 Ps24865) 

He says the greatest reason 
for investigation in our country is the failure to put 
first things first, and in the failure to adopt,” or 
even think out a uniform policy that should be applicable. 

(Dr. Frey V.133 P.14864) 

On emergency occasions there 
is a place in Gwernment for industrial cushioning, 

(Dr. Frey V.133 P.14866) 

He says thet the constant 
technologice1 improvement that brings about pressure by 
smaller competitors or outsiders to get into the merket 


is a factor that helps the public to prevent & monopoly. 


(Dr. Frey V.133 P.14920 
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, Then Mir, LeSueur says, we 

have en avundant source of information in the Ri story of 
the petroleum industry in the U.S. 

(Mr. KeSucur ¥.136 P.15189) 

It is the largest in the world 
and has gone through hectic situations, 

(Mr. LeSueur V.136 P.15189)} 

Mr. LeSueur says, I trust I 
am not misinterpreting Dr. Frey's erAmenc’ and am not wrong 
in interpreting the history of the American Oil industry when 
I conclude that in spite of conditions at times much more 
disordered thanwe have experienced in Canada, the history 
of the Americen oil industry indicates thea regulations 
should be avoided wherever possible. 

(Mr. LeSueur V.136 P.15189) 

Mr. LeSueur says they tend to 
interfere with competitive forces. They are difficult 
of enforcement and usually produce results and complications 
(Mr. LeSueur 7.136 P.15196) 


not foreseen. 
He says the main efforts at 
regulations in the United States were for the purpose of 
rectifying chaotic market conditions and stabilizing 
price levels. (Mr. LeSueur V.136 P.15190) 
He says the cedes for ethical 


practices in marketing causes introduction of similar 


measures in Canada, 
In general related to the 


reguletion of competitive practices in marketing, he says, 


they have not, either from standpoint of the consuner or 


of the industry, produced results anticipated. 
{My, LeSueur V.136 P.15190} 
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And that our experience 
mekes us feel that regulations should only be adopted 

in case come substantial evil exists which will not be 
colrected by natural forces within the industry itself. 

(Mr, LeSueur V.136 P.15190) 

He states that regulations 
are harmful unless they are workable and should be 
enforced without discrimination, 

(Mr. LeSueur V.136 P.15190) 

He says, a tack of enforcement 
holds a canopy over the entity not observing the regulations, 
with the result that free play of competitive forces is 
hindered. (Mr, LeSueur ¥.136 P.15190) 

On the other hand, if rigidly 
enforced,they may well have a tendency of freezing initiative 
and encouraging inefficiency in business. 

(Mr. BeSueur ¥.136 P.15191) 

He seys the total expense in 

Alberta forl938 on loaning equipment to dealers and 
financing or giving assistance to cealers, as pointed out 
in our Exhibit 314" was only 414,362.00, or approximately 
1/14¢ per galion on our total direct gasoline sales. 

(Mr. wReSueur V.136 P.15191) 

He says this would lead to 
the conclusion that such regulations were hardly worth- 
white; would probebly be more expensive to enforce, 
and productive of more inconvenience, and possibly herm 


than represented by the amount involved. 


(Mr. LeSueur,V.136 P.15191) 


Apart, he says, from conserv- 


ation, which is a beneficial measure, regulations end 
; ’ 
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cures for ills, thet usually loom larger than they really 
are, are necessarily artificial end tend to contravene 
and restrict free competition in the industry. 
(Mr. LeSueur V.136 P.15191) 
He feels that free vompetition 
over the long swing will iron out end correct conditions 
prejudicial to the public interests, 
(Mr, BeSueur V.136 P.15191) 
He says that the prudent 
function of Government is to interfere es littls as 
possible with the free play of legitimate competition 
Which we feel to be the soundest and most effective way 
of assuring proper treatment of the public interest. 
(Mr. LeSueur: V.136 P.15192) 
He says thet we are in favor 
of co-operation between Government and industry and any 
measures which introduce rigidity or interference with 


initiative and natural play of competitive forces are 


harmful and to be avoided, 

Qfre LeSueur V.136 P.15192) 

Legislation is more likely 
to hamper than tc e14 these forces which under existing 
conditions are serving to produce the very results which 
that legislation would probably he intended to accomplish. 

‘ | (Mr. LeSueur V.136 P.15192) 

He says most large ccmpanies 
feel that the public interest and their own interest run 
along parallel lines. (Mr. LeSueur V.136 P.15192) 
And the deys of piracy have 


ZonG. (Mr. LeSueur V.136 P.15193) 
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then some discussion took 
place, Mr. Chairman and Mr, Comnissiouer, sbout the appoint- 
ment of a Board. i made that a sub-head because a gound 
deal was said about it. 
Mr. BeSueur tole us that he 
felt that frankness and co-operction should exist between 
industry and Government end he said, a Board is perhaps all 
right if it will confine itself to co-operation and consultation 
(Mr. LeSueur V.135 P.15137) 
ind he raised this point, would 
you have ea Board for seach Province or would you have a 
central Boerd? (Mr. ReSueur V.135 P.15137) 
He thinks you might get into 
a great deal of trouble if there were a great number of 
Boards. He thinks the Tariff Board has performed a useful 
function and that it has todey considerable records on the 
Petroleum Industry. (Mr. LeSueur V.135 P.15137) 
He points out that their 
function is to investigate and report to the Minister. 
(Mr, BheSueur V.135 P.15137) 
He says in practice the 
province or municipality or individuel can make a complaint 
to the Board and the complaint is sent on to the Company 
and we usually enswer that complaint setting forth the 
facts and what we consider the situation to be. 
(Mr. LeSueur V.135 P.15138) 
tf the answer is not satisfactory 
to the Teriff Board, or to the party making the complaint, 
who gets a copy of our reply, then it is quite possible 


that we will sit around a table and endeavor to work out 


a solution. (iar. LeSueur V.135 P.15138) 
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He says if any Board were 
considered it should be on a co-operative and consultative 
basis, It should be a central Board which is removed from 
the local coloring. (Mr. LeSueur V..135 P.15138) 

He feels it should have a much 
wider range than a local Board could possibly have. The 
parties would agree betxreen themselves and they would te 
in a much more permanent position. 

(Mr. LeSuewr V.135 P.151746) 

He says, if a round table 
conference did not settle anything, the Board could hold 
a public hearing and make their recommendations to the 
Minister of Finance and the Minister of Finance would then 
act. (Mr. -LeSueur V.135 P.15141) 

He says, any recommendations 
in a case which required Provincial begislation would go 
to the Province, and once they made a recummendetion he 
feels that very few parties on either side, either the 
Company's or complainant's, would have any o’ jection further. 

(Mr. LeSueur V.135 P.15142) 

THE CHATRMAN: Mr. Nolan, may I ask you to 
pause there, in the Tariff Board record which we have in 

or elscwhare, is there eny record before us of any recommend- » 
ations made by the Tariff Board to the Minister? 


MR. NOLAN: There is wt. 


TRE CHAT RAVAN: Or any action that has ever 


been taken as a result of the Tariff Board naving reported? 
WR. NOLAN: The only evidence, well no,there 
is evidence that there were hearings before the Tariff Board, 


MR. FRAWLEY:. Oh, yes, there was the famous 
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report of the Tariff Board to the Minister of Finance 
which resulted in the duty from the United States being 
cut from 3g cents tc 1 ceut amd that is the report which 
you have amd which you say is in. 4t least I trust it is 


in and if it is not in I think before wé close it should he 


patio, 

THe CHAT RVAN: het did, 20 in, Gach ae 

MR. FRAWLEY: _ The Report of the Tariff Boaré 
of 1938. 

MR. NOLAN: Yes, long ago. It was one of 
the early numbers. We have a record of it. 


THE CH AI RMAN: That is your memory of it, 


Mr. Harvie? 


MR. HARVIG: Yes; it is. 
TH CH ALRMAN: I have not doubttof that. 
MR. NOLAN: I think it was during the pipe 


line phase of tle Inquiry. 


t+ 


THE CH. AT RMAN: Lom GRE 8 ess BY, 


MR. NOLAN: But nevertheless it will be before 


you when the time comes. 


New Mr. LeSueur says, Oil is 


produced in Alberta but you do not start end end in that 


province. You have also Saskatchewan and Manitoba and 


part of British Columbia. 

(Mr..LeSueur V.135 P.15143) 

He says a fair solution of any 
guestion might very well affect the rest of the Prairie 


Provinces. (Mr. LeSueur V.135 P.15143) 


He says I believe that it is 
aeSireble to have a Conservation Agency, I am sorry that 


should be Dr. Frey. (Dr. Frey V.137 P.15360) 
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Now Dr. Frey says in refining 
I have seen less occasion here than would appear to have 
been necessary at one time or another in the United States 
for Government Intervention, 

(Dr. Frey V.137 P.15360) 

He says, whether there is a 


Government Agency depends upon what that Agency is intendeu 


Oe O' 
TH: GH AT RMAN: That is Dr. Frey, Mr. Nolan? 
MR. NOLAN: Yess Whether it is to create 


regulations; whether it is to bine the industry to a 
certain procedure; whether it is mandatory; whether it 
is advisory or whether it is co-operative. 

(Dr. Frey V.e137 P,15361) 

Dr. Frey says, the personnel 
is important. Is the personnel, he asks, qualified 
sufficiently to understand to do the right thing by the 
State and by the Industry anu by the people? 

(Dr. Frey Vols? 1.15361) 

He feels that if abuses exist 
in merketing in one State, it is entirely possible they 
exist in others, so he puts this question to us, might it 
not be better to have a Federal Body than a State body? 

(Dr. Frey V-137 P,15361) 

He says whether one does or 
does not have an agency depends largely upen what one is 


trying to accomplish in the way of relationskip between 


State and Industry and the people. 
(Dr. Frey-V.1357 P.15361) 


He said I do believe that if 


an industry is not ethicel, an attempt should »e made to 


make it ethical. (Dr. Frey V.137 P.15361) 
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But he says, there is very 
2ittle in marketing so fsr as ethics are concerned that 
cannot be resolved into a relatively Simple statement. 

(Dr. Frey-V.137 P. 15362) 

The marketers should sell what 
they purport to sell. (Dr. Frey V.137 P.15362) 

He goes on to point out that 
the individual purchaser cannot determine the exact nature 
of the thing purchased, (Dr, Frey "V2 157 Pyisses} 

Dr. Frey feels that there should 
be a price posting for all of the products that are sold 
normally within the channels that are esta lished in a 
particular point and the classes of customers. 

(pr. Frey V¥.137 Ps 15362) 

He says, I can conceive that 
@ single point might sell different clarcses,ef customers 
at different prices and that I think should be indicated 
by posting. Under the code in the United States a 
posting hed to be good for 24 hours. 

(pr. Frey Veilo7 FP, 25560) 

He said, if there is no subter- 
fuge in the metter of quality and price and classes of 
customers it seems to me thet most of the evil things 


in marketing are overcome. 
| (Dr. Frey V.137 P.15S62) 


And I would consider anything 


that leads to rigidity in prices undesirable. I think 


prices must remain flexible. Prices must be competitive, 


(Dr. Frey V.137 £.15363) 
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And he said if the industry 
does not feel that the abuses are so considerable to 
justify a code I do not see why the State should bother 
giving them One. (Tr. Frey V.137 P,15363) 

He said in conelusion, we 
should leave the industry free to adopt schemes and 
methods of bringing products to the consumr and the 
price should stay flexible. 

(Dr.Hrey V.137 P.15364 

Then under the heading of 


"Wova Scotia", Dr. Frey made some observations --- 


TH CHAE RMAN : Thet is a separate matter? 
MR. NOLAN: Yess 
THS CHAIRMAN: / Bid not Dr. Brown have scme 


observations to make about an intervening Body? 

MR. NOLAN: Well it was not --- 

THE CHAIRMAN: I have not all my notes here 
of course but it is my meme ry that he spoke about thet at 
some time either during the pipe-line Inquiry or later 

on, I do not know, 

MR. HARVI®: : I have a note but I have not my 
finger on it at the moment. 

MR. NOLAN: There was a discussion, I do 
not believe, sir, that it was really explored very fully 


with Dr. Brown. 


THe CHAT RMAN: No, but I think he did say 


something about it. If Mr. Harvie can put his finger on 


it it will make the record complete so far as your statement 


there of the evidence is concerned, Mr. Nolan. 


ix 1g a moment because I 
MR. NOLAN: pxcuse me 


think I can get it. 
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MR. HARVI®: My brief is being typed in a 


much shorter form and T have just got some notes here, 
MR. NOLAN: Doan, turn toss iF kyon ti) 
gust give me a moment, sir. 

THE CHAIRMAN, Yes, certainly. 

MR. HARVIE: Volume 127, Page 14,238, 

Dr. Brown says: 


"Q In short,ycu think that the operation as conducted 


4 today in respect of, at least, the two companies 
i into whose affairs you have examined, shows a 
“y picture that is not an unreasonable one? 


Mp: Thetis. Pieht « 
"Q (By the Chairman) Amd that there should be no 


? outSide interference with it? 

PA Prat LisiyPLeWG 5 It is a favorable situation in 

u my Opinion but it is one of those favorable 

" situations which we must have in a period ef years 
4 in order to keep the industry in a sound condition, 
4 to tide it over the Lem years. 


"O Quite so, and you say that the only alternative 
= whioh presents itself is the alternative wh ere by 
vf the profits may be reduced on the assumption that 
us the body reducing the profits is able to insure a 
" proper profit; in other words, a public utility? 
a I think that is summarizing my point of view very 
" well." 
MR. NOLAN: Yes, that is the reference, and 
then he goes on to Pege 14,239. 


tas I understand the witness there are no circumstances 


; Ww 
in which he would advocate Governmentel interference, 


That is a statement of the Chairman. 
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MAJOR LIPS STT: What was the first page, 


Mr. Harvie? 


MR. NOLAN: the first page is 14,238. 


MR. HARVIE: i think that pretty well summarizes 


what he seid on it. 

MR. NOLAN: Y6s, 

THE CH ACRMAN: Did he speak at all about, I do 
not see that it has been touched on, tut there was a 
discussion about, there was one of the witnesses entered 

upen @ discussion of an intervening Body between the Govern= 

ment on the one hand and the Industry on the other so that 
any Governmental action might be intelligent, a sort of 
co-operative scheme, 

MR. NOLAN: Well was that in respect of what 

Pr. Frey called the industrial cushion? 

THE CH ALRMAN: I think perhaps so, Mr. Nolen, 

MR. NOLAN: He said that he felt that there 

was, I will get what he said. 

THE CHAT RMAN: I think Dr. Brown addressed 

himself to that too, 

MR. HARVIS: Mr. Gaby dia. 

MR, FRAWLEY: this is whet pr. Brown said 

at Page 14,242, he said: 


"Q THE CHAIRMAN: Doctor you say, as I understand 
1" you, and I want to understend you very clearly, 
n “you say ‘tall that I have ssid is predicated uvon 
m a supposition which I believe to be a fact that 


++ 4 ; ’ 
s the competition is real?’ 


"~A That is right. 
tand. that the only time in which I would turn to 
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# anything else than the remedy which would be 
¥ provided by the economic laws of a free and epen 
i market would be where I would find a condition 
% in whieh=the comp 3tition, although purpcrting to 
m be free competition was in reality something 
% quite different, 
HA iMeatebs right. 
6 Namely. a monopoly? 
WA Ww rhetel serheh ts 
"gq Under the cloak of open competition but in reality 
" a monopoly? 
a A Yes 
"Q tAnd then and only then would £ feel there should be 
a governmental interference.'? 
"A Yes, and that governmental interference might take 
a either one of two paths; it might maintain the 
” monopoly as a public utility or it might take 
o measures to break down the monopoly and restore 
" a system of free competition,” 
THE CHAIRMAN: And where do you find the 


Industrial cushion discussion, Mr. Nolan? 


MR. NOLAN: I am looking for it. In Volume 


133, Mr. Chairman, at Page 14,866, in the evidence of 
pr. Frey, I think that is whet Your Lordship is wanting. 


THE CH £T RMAN: Whet does he say, Mr. Nolan? 


MR. NOLAN: IT will just get that, I will go 
back a bit. 


MR. HARVIZ®: Page 14,865. 


MR. NOLAN: Let me pick up the sense of it, 


Mr. Chairman, I think it was The Chairman of the Commission 


who was speaking to Dre Fr ey e 
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"Now, I have been wondering, and there may not be 
"a thing to the thought, and I really have no concrete 
"opinions as yet about anything in connection with 
"this industry 

that must be you, Mr. Chairman, 
"but I have been wondering is there mt some way of 
"some liaison officer, if you will, some intevening 
"body that could be said to have an intelligent 
"knowledge of the industry that it is concerned with, 
"that stands between ¢he Government as representing 
"the common people, the consumers of necessities on the 
"one hand and industry on the other, with benefit to 
"both; and with, perhaps, the avoidance of half- 
"baked legislation and revolutionary ideas being put 
"into effect without being thought out as to the 
"con sequences that will flow from them, Wheat do - 
"vou think of that.t 


And Dr. Frey says: 


A Well I huve expressed an idea on the desirability 


n of co-operetion between Government and industry. 

T think that many things can be settled across 

a table that cannot be settled in a criminal court. 
ra. es? 


VA And I think that the idea is perfectly sound. 

‘9 Of an intervening body now? 

MA of an intervening body. 

That is what I would like you to direct your mind to? 


Js ae oie But again, I have to go back and say that it 
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The personnel of the body? 

The personnel of the body. 

Yes, I would subscribe to that. But can it 
not be conceived both by the public end by the 
industry that there are honest and intelligent 


men who would serve a good purpose to both?" 


( Go to Page 15,879 ) 
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NA I do not see any reason why we should condemn 
humanity to complete stupidity. 

N@ is there not some purpose to be served there, 
if one understands the industry and its operations, 
and understands its needs and understands its 
requirements for reserves and its need for pro- 
tection to preserve its entity as a corporation; 
its msed for reasonable profits and all those 
things, which does not jump in the dark and say 
that company has made a lot of money and we will 
take it all away, and it does not wzatter whether 
it goes broko next year or not. On the other 
hanad, it sees to it that where theSo occasions 
arose Which you have described as snergency 
occasions thet the public is not rooked by those 
tatureliy who are terving themselves? 

TA I think very definitely there is a place in 
Governnent for that type of industrial cushioning. 


Ts 


ae 


That, perhaps, is a very happy expression te 
describe what I am putting to you for consider- 
ation." 

Then we adjourned,Sir, until the 
afternoon and iv. Frewley complained of what had becn 
written in the Bdmonton Journal, and that topic was net 
again adverted to with Dr. Frey. 

Now Dre Frey was asked to sxpress 
his views about tha Nova Scotia Legiskation, which you will 
remomber was an Act which by S6CTLON 2Gea dee as 


THR CHAIRDAN: Excuse me. 6 left some numbers 


over of one kind and another, was there anything to come 


from Nova Scotia to be put in* 
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MR. FRALEY: No, we put in the Nova Scotia 
act. 
THE CHalRMAn: Iwas just wondering - I should 


have mentioned this before Mr. Nolan opened - but there 
were a number of cxhibit numbers left open. Have they 
been filled in now? 

MR. FRAWLSY: No. I think there are two, I 

can recollect. There is Dr. Brown's sheaf of correspondence 
and the Dominion Government, Dr. Camsell‘'s Report. 

THE CHALRMAN: I was wondering if «ftsr the luneh 
hour we should not do that so that Mr. Nolan may have all 
the avidence in that is nct in now, so that he may address 
hims3lf to that if he wants to. 

MR. FRAWLEY: Neither Dr. Brovn's correspondence 
hor Dr. Cemsell's report are ready to be filed.” IT’ do not 
think that Dr. Brown's correspondence can be completed 

for some ‘ime. 

THE CHAIRMAN: And we will accept it and file it 
and send it to all parties. 

MR. FRAULEY: eS abe 30% 

MR. NOLAN: It was really to flow through the 
channels to the verious individual refiners and finally 
find its way bacz to the Commission as having either their 
approval of their disagroemcnt? 


THE CHALRMAN: Yes. Those are the only two 


things? 
MR. FRAWLEY: Yes, those are the only two things 


Il can recall. 


THE CHAIRMAN: All right; Mr. Nolan. 


WR. NOLAI: The Nova scotia legislation has 


bbsen marked as an exhibit in thiS CaSGeceecee 
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MR. FRAWLEY: Tt goes in wxhibit "683". 


Statutes of the Provinces of Canada. You will find it 
ee 

MR. NOLAN: It is in Bxhibit "683", and I 
direct your attention particularly to Ssction 26 of 
that Statute which is Chapter 2 of the Statutes of Nova 


Scotia, cf the year 1934. Section 26, sub-section (1) 


reads:- 

N26 Cy The Board may from time tc 
tims when it deems it expedient fix the price 
" O. prices at*:-hich any Licensee or licensees 

" Shall sell gasoline in any part of Nova Scotia 
uy for use in Wova Ssotia. 

n (2) The prices at which gaspline 

" was sold or offered for sale by licensees 

" in Nava Seotia for use in Nova Scotia on the 


“ firet dey of cantary, 1957, shall sot te 


” increased unless and until the approval of the 
a Board has first bsen obtained on application 
" made tc it for thet purpose." 


Sub-section (3) is the penalty 


cnly for the contravention of thai: 


That enactment was brcught tc the 


attention of Dr. Fray and he was asked tc comment on it. 


He said "I think the Nora Scotia type of law can be vory 


unfair. It leaves all the discreticn in the hands 93f the 


Commission and establishes absolutely no standards of 


equity. 
(Dr. Frey Ve Del 14645). — 


"T can only state," he says "that_ 
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inequitios because there is no recognition of the 
various lovels at which transactions take place 
and there is nothing compulsorw in that that 
requires that these levels be recognized." 

(Dri Erey V. 231, Pevi4e4en; 

He gces on "gnd I think that the 
consumer of various lovels just as much as the distributor, 
would bo entitled to a definition us to the levels at 
which these prices would be established. I mean the 
relative relationship of each of these various types of 
ccnsumer to each other." 

(Drs Prey Ver 131 Py 1464615 

Now he says "It is a highly 
debateable problem as to whether the farmor is entitled. 
to better prices than those of us who are buying for 
ordinary automcbilo consumption. That is a matter of 
yolicy. I think that that incident in itself indicates 
the dsbateable nature of this type of legislation when 
it does not indicate the standards by which judgment 


must be rendored." 
(DreFroy Ve131 P.14646). 


He says "I can conceive of 
a much more effective legislation than that that would 
be a half measure." 

(Dr.Frey V.13l P-14646). 

He says "I think that separating 
gasolino from the other products which are obtained from a 
barrel of erude and fixing the prics >f gasoline and 
allowing the prices of the other products to have free 


x . } a fe sol ns = 
mein ahopen market 1s the .orror 01 Our eol2.e0 id 


eration here." 
(Dr Frey Ve 151 Pe 14647). 
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"T would say” he goes on "that 
as an emergency it might be possible to use some half- 
way legislation of that typs, but I would not coneterr 
it as a desirable thing over the long run because we 
found under the NRA that we never evuuld make a movo 
without hurting somebody and we hae to come to conelusions 
coneerning whom wo were going to hurt and wht we were going 
to hurt them; having come to such conclusions even on 
a temporary basis we went ahoad and did scme damage. 

Now then it seoms to me that vhat is an unsound proposition 

over the long run; whether you are dealing with, ina 

State, with the Province of Hauities, it seems to me 

that such decisions should be judicial in their concept." 
(DrsFrey Ve 131 P. 14650), 

"Tf there is to be any Government 
intervention at all it should be to the full extent cf 
publie utility eontrol, exeest in an emergency and the 
publie utility should embrace everything that is involved 
in .the word "pstroleum". That means lubricating oils, 
lubritating greases and overy other product of petrcleum." 

(De Frey Ve LoL Pe D4A6RLT, 

He says "I think the Nova Ceotia 

Act has great possibilities of very serious in: quities." 
(Dr.-Frey V.141 P.14651). 

Mr. LoSueur says "Codes in the 
United Statcs led to ‘consideration of similar measures 
in some of the Canadian Provinces." 

(Mr. LeSueur Ve136 P. 15187). 

"That Nova Scotia was about the 
first". He said that "One Nova Scotia regulation in 
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results. In Quebee and Obtario the ordinary pressure 
of economic considerations has practically stopped 
the loaning of pumps there. 
(ir -LeSueur V.136 £. 15188). 
Ho says "The othor regulations 
have not producece the results anticipated. They are 
evaded with impunity. They havo ben somewhat of a 
damper on competition." 
(Mr. Lasueur, Ve 156, 2, 2ohoots 
He says "One of the regulations 
was price fixing that came up with the Government a 
couple of times out they have not followed it. The 
marketing prices today are competitive with Gulf, based 
on Gulf, plus freight and handling." 
(Mr.eLeSueur Ve1d6 P« 15188). 
pr. Frey says "In theory it secms 
fair that no increases in ec xst to the consumer should b6 
mad6 without anproval of some body." 
(Dr Frey. Ve 137 P. 15567; 
"Tao whole guestion" he continues 
"4s how abeg it work in practice and there we go back to 
the old question of the policy of the people involved 
and their ohjectives and also it goes to the question 


of the necessitye My own feeling is that there is not 


very much - nocessity for putting in a top stop." 
(Drs frey Vo. 157 Pe 1566774 
He says "My own experience with 
the movement of prices in which I have had a very 
ageressive part for a Long period in trying not only 
to stabilkas prices but to establish reasonable 


rolationships bet een the erudo, refined products and 
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tho products to the consumer is that it is very difficult 
to raise a price successfully and very casy to broak it 
down. 
(Dr. Frey V.137 P. 15368). 

"When it comes to raising a price 
I have found no end of difficulty," he says "in raising 
them. From November, 1934, to May, 1935, we succeeded 
in forcing the price up approximately 1g and all the 
producers, refiners and marketers worked together." 

(Dr. Frey Vela? Pe -15368). 

My own foeling is that there is 
not very much neeessity for putting in a top stop. 

Now, Mr.Chairman, that brings 
me to the ond of the analysis cof the svidence which I 
have endeavoured to place before youe I am going to 
ask your indulgenee, Sir, to permit me to sum this up 
at two o'clock if I may-e I shall not take very much 
longer, but I promised I would put before the Commission 
what, in the opinion of the Companies I represent, ar: the 
general principles which should bo before you in considering 
your report. Having done that I will have done what 1 
set out to do. 
THE CHAIRMAN: We could sit half an hour longer 


and give you half an hour more now if you liks? 


MR. NOLAN: Sir, I won't take fifteen minutes 


to do it if I may go on nove 


THE SHAIRMAN: Oh no. 


MR. NOLAN: You mean this afternoon? 


THE CHAIRMANL: You are now going to give an 


argument prediestca on the evidence that you have read 
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to us. 

MR. NOLAN: Yes. (General conelusions we 
draw from the evidence. 

THE CHALRMAN: I just wanted to know if you 
wanted a little more time in between? 

MRoNOLAN: Oh no. IT am guite preparod to 
go on at two o'clock. 

THE CHAIRMAN: Then we could sit longer tonight 
if you wanted Longer than two o'clock. 


MR. NOLAN: Oh, no thank you, Sir. 
(At this stage the Hearing wzs adjourned until 2 P.M.) 
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MR NOLAW: : My. Chairman and Mr. Commissioner, 


with vour permission I propose now to place before yeu some 
conclusions of general application; seme statement of the 
gensral pringiples which we think should apply in your 
consideration and in the preparation of your report. I 
neve taken the same order that I took in the material 
which I have already placed before you, because I thought 
shat having laid down that sequence in the first instances 
I sould do no hetter than follow it nowe Ve submit that 
thic Commission has diligently inquired into the cost 
or the production of erude oil in the Turner Valley and 
that the evidence clearly establishes that the cost is 
het ascertainable. 

A number of producers were 
examined and their estimates of their costs in all 
Gasos omitted certain important factors. The figures 
they submitted varicd all the way from 15z¢ to 41.63 
per barrel. 

iven among the large producers 
thore was a wide divergence of opinion. 

The reason why the larger 
companies set up in some detail certain figures in 
regard to production cost is for the purpose of indicating 
tho nature of the ecst movement within their operations. 

Even if costs could be ascertained 


thease costs would serve no purpose in determining the 


field prise for petroleum. 
It is impossible t» base price 


on vost because the prices in cther fields are not based 


upon costs and crude oil fields are in price competition 


Ana wath tha other. 


Sete oy paeent seal ie vos nao f: 
odd to dnempters. ames qaett eo | 
mjoyi at lage pied satat ow | 

I ateogem 4. “es aokteneqang as ban fi 
 iptred a ott ot tog t teat epi 8 ‘a 
fee: s ae ane | ee ones, faery ane e 


+g sietoe. tie aa nse oa setter eel): 
“Hene: oath: cat sowtugad tits tit. aad oteehn 
jae peciel. varia iat at ‘ate" 


ae aan it ill gemma. t 2 


ROM RM: puesta Tr “sede 
ite of atone wher bi out sin: Nae) % 
stag et somo Baden: 
bake, oh ssa wer ose tke beteawe ote pinoy 


L . 
ee ee 


Ba speberncanee y 
eats wl adit qin agp oder cont 
at See citatwen ciated sion ut qe tem « weg , 
ywitneithat So smog oiit ret et teo0 caer “ mi 
eo nage hee schititr stasmetan se20 abit to: # tal 
Renbeitterans He ‘whee et: 


-15, 888- 
HeG-Nolan, K.C. 
WR« GOMMISSIOWER LIPSET?: If I may interrupt 


you, aré you dealing with your own costs as shown in 
those Jersoy Statements? 
Mer. NOLAN: I have simply put them in in 
tne same way that I have put in the costs cf the other 
indspendent operators and in the material which I am 
Placing before you you will find the Jersey Statements 
Poot sand thoy are Exhibits "8S", "ea", "65", Ween, 
"o7" and "255", the last one being for the yoar 1938, 
ahd it appears in seach instence what these costs were. 
Now we submit in connection 


Weenie Lield price of crhds:- 


THF FLELD PRICS OF CRUDE 


Throughout the world the field 


ased on competition. 


Oy 


prices of crude oil is 


No one oli Tleld or groupe aT 
ficids can be regardod as a separate economic entity. 
Bach and ell are part of a world picture because com- 


petition tends to establish and maintain an equilibrium 


With prices in all other fields 


established by competition it is apparent that Turner 


Jaliev cannot be an exception and base prices on cost, 
rok J 


. aie nak a a “ara wa 
aven if cost were determinable. 


There is no pit in which the 


puvers and sellers of crude oil meet to negotiate prices; 


ut there is no mystery about the way in which the prices 


1 7h. 

y 

c= {hone 
aay > 


i ry 
o ah d a 
Pau : at hs & 7 
eh + ew ted ee , 
i a a ae 
- Te 6 ny & Ay 
qi 28 i p a +n te “ 
«yan } “Gag. 


fjagnodat gant i hh 
A? pede Re ates pon apo - 
Ce a wea eR eigata erat Spin gage! ai ame iste 
qilte sdf Yo see ont Lal tee “oe 
ae r again ea steed & allt a ae 
erry ronaet edd bast Liboloog Hay: 
oat ae Ai rae gankiaat ie oul 
ee — ai a | ch : 
ae Hoga | ah ietin ow’ el aoa nines eye 
: dre ae wee ‘maltose 9 te) ‘gots tert « 


ney 


vise oath apens ‘aie: ivataaiaie 
if sot ti dauaae 18 ise bit’ ae ae 

ee Pa ae Sis 
.fitnd BiMGrO98 OR RRR @ BE pairyanie 
"alee nis need aqudphe: ‘oiaow # 6 freq are. 
ey — sca YngEdetae Of ef 


; a ae 4 AN. ) Sianeli ial 


ela * chalboe ive peak afi abl ifm Ss oi 
pei uh ae KqaqeRid Bh te nose ttagmos et 


. , 4900 50 eaaklg cue famenisagnee cnet to 


_ af 7 
(i 


as 


ee che 
So stigt tiie oe : Mad Be Te a 


tal ~~ 
Peal Ae 


THO 
i, 


-15,889- 
H.G.Nolan, KC. oe 


are arrivod at. : 

They are determined by the 
movement of the economic fringos in which erude oil 
from one field comes into direct competitive contact 
Wita crudo from another field. 

The movement of these fringes 
must be studied and a consensus judgment expressed and 
tested in tne posted field price. 

ihe policy of Imperial Oi1 
Limited has been to ensourage the development of Turyer 
Valley so as to atfrord a erude oil supply convenient 
ang advantageous to the Prairie Provinees and to Gevelop 
an important national resource. 

The first step was tc assure 
te the producers a steady market, the second to maintain 
an ordezly development and avoid the chaotic eonditions 
experienced in most naw oil fivldsSe 

The field has developed in an 
arderly manner, the producers heve been afforded a steady 
Market and the prices posted from time to time have put 
the Turner Valley crude into dynamic equilibyium with 
competit*ve crudes under conditions that would afford 
the largest possible market under the existing competitive 
conéitions. 


The evidence establishes that 


the prevailing prices sre fair and equitable. 


CONSERVATION 


ie submit that all the evidence 
establishes that uncontrolled production is injurious 


tp individual and public interests. 


Ths best practical means of 


ht SS ene “wt 
- : a i Vy) f° 7 - | 
* Sy i ie 


7 
5 


nae ee beatae oe 20 a 


Ate iebize Aotiin. at 


7 
‘ eA 
7 


a dugzano penta et Loe th 


bee _ beeen the 


PREY 


“Lineal, os xeon a 


ra y 


oe 4 a 
seu tal 20 Fee 
i i, np sth GE EEE ee EM 
ae fa ies a 


# Ch es 
Miers Pie 


ride sunge | 


qo,teve t ae bus ae 9: 


Sa 
P iy ane ee Rae th ame 
a Oe - f 


seen gt See Ree Ae aft oa. 
Ba ¢ hin wy paopye edt Agana § eats, x 2 2 


‘snot thug. aitnads dt Daare bate rience 
| | eb toak #9 fend seller’ Sa 


Ae tit 8 nine yod emt pfott ne. ree 
ghwvd 8 sapamnte g aoe Aa ‘geben ot 


ae 


at 4 i in Ws ay ; 


By isso 


Lp EL eae ee 


4 att? sodas Lastag, | 


+ ate 
PRAM pote, 


siphon 9 ae comb 


one 


os. 3) er 


A Ned 
La 


H.G.Nolan, Kote -15,890- 


controlling production and bringing about orderly 
development is by sound Beieerverton measurese 

Unit cpsration makes pract- 
icable the ideal in conservation measures but such 
operation is difficult of realization and enforcement 
under divided ownership. Because of this difficulty, 
Imperial Oil as long ago as 1940 began to consolidate 
by purchase the contral and north part of the Gas Cap 
gO that it could be operated as a unit. The benefit 
of this action is indicated by the fact that pressures 
have been conserved and an adequate supply of gas for 
50 years or more preserved. 

The ultimate objective of 
Gonservation is economic in that it is a practicable 
measure of approc<imation towards unit operation. 

The function of a conservation 
Board is to study and rule on the economics and equities of 
the situation as they arise and for this purpose it 
must hold hearings and make findings and rulings. 

Those affected by such rulings 
should have recourse to the courts. 

The orderly development of the 
Turner Valley has bocn in a large measure the result 
cf conservation with the concurrent equitable sharing 


of the available market under a prcration scheme. 


FIELD CONTRACTS 


— 


we submit that contracts for 
the sele and purchase of a we-l's production are advan- 


tagoous to both contracting parties. 


They pretect the producer by 
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essuring him a markot fcr the life of his well; they 
provide for the buyer a definite source of Supply. 

With one exception Imperial Oil 
contracts are on a well-to-well basis, and with four 
excoptions, are for the Life of the well. 

In practice no contracting sur- 
chaser could refuse to sell to any other bona fide buyer 
such part of a well's production as might be in excess 
of the contracting buyer's own requirements. 

Consequently, as a matter of 
sound practiec, the well which contracts for the sale 
of its production will enzoy its rateable share of the 
Market though its production be in exeess of the 


contracting purchaser's own requirements. 
MA MUEAC TURING 


In manufacturing we submit that 
refining is a hazardous multi-product operatior. It 
is exposed to grave risks of obsolescence due to rapid 
technological progress and to wide variations in operating 
costs bocause of uncontrollable fluctuations in market 
domand. 

The imperial Oil refinery at 
Calgary officiently manufactures ths required quentities 
and gualities of produets for its market and supplies 


them at reasonably fair prices. Its costs are fair 


and include no unnecessary charges, depreciation 


has been taken at the proper rates and administrativo 


and other chargos have been properly allccatod. 


The amount of capital employed 


was reasonable and propere 
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In 1938 which was an unusually 
good year, Imperial Oil's return on its refining investment 
in Calgary was reasonable and of an amount which Should be 
indicated to ensure the attraction of capital. 

Refinery operations must conform 
to economic conditions and consequently must be flexible 


end free from outside interference. 


MARKETING 


Wa submit that the Imperial Oil's 
Marketing objective is to earn a fair return on the 
hecessary eapital usefully omployed in the uperation. 
Its Marketing Department functions in the most ceonomical 
manner compatible with distributicn and stcrage of 
produets in quantitios adequate tc moet peak demands 
in ali areas. 

The marketing methods are 
conventional with adaptations to meet Alberta conditions. 
Thoy have afforded the Alberta consumer the benefit of 


the consistent downward trend in prices over a long 


period of years. 


The price structure is so 
intensely competitive that there is no possibility of 
the Alberta eonsumer paying more than any othsr consumer 
in North Smeriga wnen geographicas. factors are 


eensidered. 

In view 2f its competitive 
choracter the price structure must be flexible but 
the policy of Impe ial Oil is tc s-ll at its postea 


prices The Company makes competitive allowances off the 
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posted price only as a strictly defensive measure to 
protect its gallonage and thus keep down its cocts. 
As conditions require it revises its price structure. 

Ve submit duplicaticn of 
outlets is more apparent than real and it af’ords the 
consumer the full benefit of competition. 

We submit that the Imperial 
Oil allows undivided dealers l¢ discount cff the prested 
tank wagon in order te reduce ooste and inerease efficiency 
by minimizing delivery, accounting and bad debt charges, 
and by developing aggressive, efficient and loyal 


merchandising outlets. 


(Go to Page 15,894 }- 
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Deliveries are nade to 
farmers in order to maintain volume and meet the 
urgent demands of peak season. Under present conditions, 
we submit, it would not be desirable to restrict de= 
liveries. xtra charges for delivery would penalize 
farmers farthest removed from distributing points and 
would not appreciably reduce marketing costs. They were 
tried in Saskatchewan and proved unsatisfactory. 

The commercial consumer 
accounts represent only a small fraction of the total 
gallonage. Deliveries are made with practically no ad- 
ded cost and the added volume makes this business de-= 
sirable. 

We submit that standards 
will not replace integrity; and that they can be no 
better than the administration of the law. 

we submit that the just- 
ification of the jobber is his ability to stay in bus- 
iness under a free competitive system. 

From the refiner'ts point 


of view jobbing business is desirable because it increases 


throughput and reduces cost. 
The consumer benefits be- 


Cause the jobber is a competitive factor. 


With volume equal to that 
of 1958, with prices remaining as they now are and with 
other factors remaining constant, Imperial Oil's retum 
cn its marketing capital for 1959 would amount to 


7.56%, which would be inadequate to attract new capital 
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to so hazardous an enterprise. 

‘ On "Integratiun" we sub- 
mit that the Imperial Oil is not perfectly integrated 
teczuse the Royalite Oil Company produces less than one 
half of Imperial Oil's Prairie crude requirements. Adu 
vantage of this could not be taken to the detriment of 
the public. 

The principle that the 
Imperial Oil must deal with subsidiaries as if they were 
completely independent companies and that all tran- 
sactions must be of a nature to stand the closest 
scrutiny has always been rigidly adhered to. 

Sound management, not the 
degree of integration, is the important factor in the 
successful operation of a corporation. 

In "Competition", we sub- 
mit that it permeates all operations vf the world pet~ 
roleum industry and only by legislative action could 
Alberta be insulated from this competition. 

We submit that the down- 
ward trend of prices, the gains in the sharing of avail- 
able markets by smaller operators, the increasing number 
of refiners, producers and distributors and the intense 
research activity, all indicate the pervasiveness of 
competition and the free play uf the economic system 
with resultant benefit tc the consumer. 

We submit that the competitive eystem in 
Alberta is sc intense that there is no pessibility of a 
Gonsumer paying more for petroleum produsts than any 
cther consumer in North America ,when due allowance is 


made for geographical conditions. 
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4@ submit that there are 
no extortionate profits and no undue or excessive power 
rests in the hands of any one company. 

We submit that there is 
competition in all grades of products and the evidence 
of this is that over the years the prices have de- 
clined. 

On "Government Inter- 
vention", we submit that sound business policy requires 
that profits be moderate so thet volume may be maintained 
and costs thus held at low levels. 

It is a policy which tends 
more effectively to restrain unnecessary duplication of 
facilities and eliminate uneconomic practices than 
restrictive measures which by introducing rigidity must 
in the long run prove harmful to the consumer whom they 
are designed to assist. 

Kestrictions, we submit, 
are not corrective because complete compliance cannot 
be enforced and those who do not comply secure an ad- 
vantageous position to the detriment of those who do 
comply. ikioreover, regulations usuelly produce com- 


plications and unforeseen results. 


Consequently we submit 


the prudent function of Government is to interfere as 
little as possible with the free play of legitimate con- 


petition which assures proper treatuent of the public 


interest. 
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Regulations should orly 
be adopted when some substantial evil exists which will 
not be corrected by natural forces within the industry. 

There is nothing here so 
out of line as to require price regulation. 

Governnent and industry 
should co-operate, tut if the industry dces not feel 
that abuses are so considerable as to justify a code, 
the state should not bother giving them cne. 

While oil is produced in 
Alberta the operations of the industry extend beyond 
She provincial boundaries. Consequently, if it were 
felt that a Board were necessary it should be a central 
Board responsive to the general rather than to the local 
interest. 

The functions of the Board 
should be consultative and co-operative, it should not 


have any mandatory powers. 


Vhere is danger however 
that mandatory powers would develop in the event of the 


appointment of a Board. 
We submit that the Tariff 


Board hes functioned in a satisfactory manner- It has 
extensive records of the industry throughout Canada and 


has on occasions corrected misunderstandings between the 


industry and the consumerse 
Neither in refining nor in 


mexketing does there eppear to be wny need for a Board in 


cAlberta. 
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Legislation such as that 
enacted in Nova Scotia has, we submit, hue great pos- 
sibilities of very serious inequities because it es- 
tablishes nu standards of equity. 

With free play of com- 
petition there is no necessity for a top "stop" for 
prices. 

“6 submit that the Nova 
Scotia legislation prevents flexibility in the oper- 
ation of the industry and so is undesirable. 

6nd in conclusion I would 
just like to say one word about the industry as a whole 
if I mey to more or less generalize. 

The petroleum industry in 
Alberta is a segment of a world industrv that is owned 
by thousands of interests, supplies its markets through 
many thousands of outlets, employs more than a million 
people and many billions of dollars of capital. 

This world industry uses 
mass production methods to wake available at low cost 
a large number and wide variety of products. 

In all its phases and in 
all areas it is an intensely competitive industry, as is 
exemplified by the ever-increesing number of interests 
engagimin the business and by the continuing changes in 
the relative positions of the various interests- The 


competition has resulted in unsurpassed technological 


progress in all branches, siaking possible a continued 
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downward trend of product prices, even during periods 
when the general commodity price trend was upward. 

It has also resultec ir consistent improvement of 
product quality, in the development of new products, 
and new uses for products. 

In its rapid expansion 
the petroleum industry has been cenfronted by many 
problems and experience has proved ttt it can regard 
no system or practices as immutable and that rigidity 
would have retarded its development tc the consequent 
disadvantage cf the public. Without complete flex- 
ibility the industry could not have developed in the 
manner best suited to serve the needs of the consumer 
of petroleum products. 

The criticisms that have 
been levelled at the industry have in a large measure 
been due to a lack of appreciation of the industry's 
problems and the steps taken towards their solution; and 
also to the fact that excessive taxes have obscured and 
to a large degree prevented the public frm enjoyils 
the benefits of reCuced costs and lower prises for 


products. 
The industry's achieve- 


ments prove its competence to face the complexities of 
ever-changing conditions and to develop and progress by 
its own enterprise and ingenuity without making any 


undue claims upon the purchasing power of the public. 


That I think is all I may 


usefully say. 
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THE CHATRIIAN: wire Nolan, have you any- 
thing specific tc advanse in connection with taxes? 
LiR» NOLAN: | No I have not, sir. 

THE CHATIOAN ; Did you wish to discuss 
the pipeline in respect to its bearing upen, further 
pipeline , with respect to its bearing upon marketing 
costs and the cost of transporting crude. 

Mie NOLAN: DO you mean, sir, any 
propcesed pipeline that might be built? 

THE CHATRM AN: We Lave heard some sug- 
gestion of a pipeline to Regina and to the Great Lakes 
in the evidence. 

like NOLAN: All I can say about that 
is that the evidence which we have given as a company 
on thet point is that we are quite prepared to sit down 
and discuss with any people who have such a project in 


mind, in order that with the assistance of their 


engineers and ours, some factual basis might be arrived 


at upon which some undertaking could be profitably 


entered upon. 
It is difficult to make any 


very conerete suggestion upon it because it seems that 


at the present time it is at least in the early stages 


of negotiations. 


THis CHATRIIAN: The figures you have given 


us with regard to the rate uf return have taken into ac- 


count the new agreement with the railways. 


wR. NOLAN No. The rate of return 
Mite iL Y $ 


which I have given you is 7-59 and is based upon the 
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practices in 19388 and then applying to that the prices 
which are in effest now and we Simply say that that 
profit has been reduced by some appreciable amount, 
wi41,000 which is at the return of 7.59%. 

THE GHATRiAN;: That would be affected of 
cuurse by the benefit you would get under the new 
agreement. 

MR « NOLAN: Yes, it would but to what 
extent I do not knuw. 

MR. FRAWLEY: iy friend's new prices are 
intended to reflect the railway savings. 

MRe NOLAN: Yes, but the railway sav- 


ing itself has not been used in that computation. 


THE CHA TRUAN: That is what I wanted to 
know. 

WRe NOLAN: No, it has not. 

THs CHATHAM AN: I suppose the evidence is 


such, Mr. Cottle, that computations can be made by you, 
if required. 

une COTTLE: Yes, IL am satisfied it is, 
sir. AS a matter of fact the freight savings are 
reflected in the lower prices at various points and it 
would be oy assumption that ilr. Halverson has computed 


and taken into consider the changes in the freight rate. 


MRe NOLAN; Oh yes, that was one of 


the reasons given for the then reductior in the price, 
that it was cade possible by the reduetion in the 


freight rate but that has never been set up as a separate 


figure ‘ 
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TH CHAT AN: NO « 
wie COTTLE: And was not computed? 
Mie NOLAN: Oh no. 
THa CHATRKAN ; It was not brought into 
account? 
Mike NOLAN: No, that was not specifically 


brought into aceount in arriving at the figuree 
tiAdOR LIPSETT: that in itself would be the 
rate of return as it was last year. That last reduction 


would equalize the reduction in the railway freight. 


bike NOLAN: NNO + 
Mine PRAWLEY: No. 
wAJOR LIPSETT: Is that not so, that the 


reduction you gave in October reflects the reduction in 
the freight rate and if it does that exactly, then the 
return would be the sate. 

iRe NOLAN ;: No, you see there is the 
July reduction that took into consideration that change 
in the freight rate. The October reduction was samething 
else again, brought about to prevent the drainage of the 
products fran one class to another. 

MAJOR LIPSETT: Then so far as the July 
reducticn is concernee it does not affect the rate of 
retux at all. 

MR. NOLAN: The July reduction, it 
would on the third structure. 


sid JOR LIPSETT: It would reduce the return 


on the third structure, would it not. 


Wine COTTLE: Yes. 


I i dae The 
(Popbyeay Mon saw baa: 
“hat Ao 
Bited eaLag ii “F fas ee oS 
ieee ey: tw eave Pode a, ie yk | | ae aia es 
ores t ais Pe Bahty tree gh tavewen amt: 
ats of Oia Aeiee ee ae Pty Hui | eS 
iwi: pee eet omer teed ae er MBs < “pce bal 
‘te hei ete Liem ayy al mod teu be ott aan 
ae , Cty Gl: BOR “eae aaa Sane “halen 
oho Lgl eh 
HY Soda cae Fon Vad? €h oS ee i ae 7 
Le doiveuinat: sav adoolrore eedoeaO mE- ave pore: 
att Lente * itewew tudt nood aL “i pte tee soebor 4 
yd Se honed ig eae gana ge eae | 
ae ad ahese. Ate Bey Pa. Ae oe Baie aia 1 
seit Geer Aaa seb: fetes, Were fon8, pats sctiogton 
Rei detve aoe etdeedes “edosws> edt gatas tdate 


f 


wid RA cantik BAY Poereng ot dood a ie 
a gaat Hag Y tai aca eeseee, 


@ LF ‘agee ue ee Ge Hew . ha SAE 
eh Se a sited ieee epee te rc me 


ab dev uirghe, Waal eae 


pais out soot aaa 9 


He Ge Nolan, Kis 


C3 
LO 


+ 15, 903..« 
WAJOR LIPSITT: 48 well as the freight 
rate. 
WR es FRAWLEY: as I understand, the re- 


duction on the 24th of July, ir. Commissioner, was fer 
the purpose of reflecting in the price structure the 
new favorable freight rate which had been nbtained from 
the railways. 

MAJOR LIPSETT: that is what I understood 
and then if that is so, it cannot affect the rate uf re- 
turn at all. 

MR. NOLAN: But in addition to that 


the base price on third structure was reduced. 


MAJOR LIPSETT: In July? 
MR. NOLAN: Yes. 
MRe FRAWLEY: In other words he gues 


upon,the freight saving was attempted to be reflected 
and then there was @ desire to drop third to cumhat the 


cther spread, the special discount rather. 


MR. NOLAN: That is it exactly. How 


thank you very much. 


MAJOR LIPSLTT:; irs Nolan, there is one 
thing I would like to hear you a little further on and 


it is this, su fer as the cost affecting the fielc price 


of the crude. 


MR. NOLAN: Yese 
hiAJOR LIPSETT: Your own company is a 
producer of 25% say of the orudes 


MR. NOLAN: Yese 


AJ OR LIPSETT: We have accurate cost 


= 
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figures in the Jersey statements subject to the 
criticism of the Jersey statements which nay have al- 
ready been given. 

Winhe NOLAN: And subject te the general 
over-riding objection that they are nothing qone then 
indices to show the nature of the cost movement. You see 
it does not matter in a statement like the Jersey state> 
ment, whether the cost of producing a barrel of crude is 
50¢ cox ¢5.00. what matters is the comparison cf 2ne 
Jersey statement with another to ascertain whether the 
cost movement is going up from what it was befnre or down 
from what it was before and thento find out why and that 
is why Dr. Frey says that it ig a common practice with 
these major companies to have what they call "Indices of 
Gost movenents" in order that they may tell and inform 
themselves as to what the trend of the cost is, not the 
cost, a CCBt. 

MAJOR LIPSETT: Now on the other side of 
the picture, you cover or submit that the field price as 
at presently constituted should remain. 

ihe NOLAN: Yes. 

»wAJOR LIPSETT: But is that quite con- 
sistent withlir- LeSueur"s evidence which said that the 


extra 8¢ saving in the transportation crests should be 


added to the field price of the crude. 


wR. NOLAN: Oh well, I should sey 


that, and I hope, I have nade it cleer, that in our 


opinion the 8¢ saving in the transportation cost should 


be added to the field price of the crude, which would 
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bring it up from what it was, $1.20 to 1.28 for 43 


gravity, oh yes. 


MAJOR LIPSHTT: That is really your final 
sutmission. 
MR. NOLAN: Oh yes, perhaps I have not 


made that as clear as I should but please let me do so 
because thet is the whole gist of the evidence which was 
Submitted by our company. 

Mine FRAWLEY: | The Last submission was that 
the prevailing price was fair and equitable. 

MR. NOLAN: That is net quite right. The 
prevailing price is pl.20 for 43 gravity in the Valley and 
we say that should be inereased by the 8¢ transportation 
gain, the saving. 

MAJOR LIPSET?: Yes. Now there is just one 
Other thing I dv not know whether you want to add 
anything to- You discussed it I think more than once dur- 
ing the evidence and that is the difference between the 
spread so far as the Imperial Oil is concerned, between 
refinery prices and the ultimate price to the public as 
compared with the spread between the Texas price in 
Alberta and their prices to the public which of course is 


the same as yours. They are working it is true at some 


loss, on a margin of around d3¢. 


LiRe NOLAN: Yes. 


MAJOR LIPSET?: Now with your set-up your 


nargin is I think around 6g or 7¢, something like that. 
wR. NOLal: ell it isw--+< 


WAJOR LIPSET?: It is true that the Texaco 
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claim to be operating at some loss in doing it. 

MRe NOLAN; Vess 

MAJOR LIPSET?; Unless they are doing it 
for some vindictive reason, does not it raise some 
query as to whether their costs of refining for some 
reason or other, and their profits from refining, may be 
such that they can afford to market on a 33¢ margin. 

MRe NOLAN; Yes, of course we cannot, 
the spread there between the jobber price and the price 
to the consumer wun Hsso is, it is 7¢ now, sir. 

MAJOR LIPSETT: Yese 

MRe NOLAN: On 3 Star it is 6¢; %¢ on 
Esso; 6¢ on 3 Star and it would Le 3.8¢ on Acto. 

MAJOR LIPSET?:; Yes. You see the question 
Which arises, Mr. Nolan, is if the Texas Company can 
work on a 3s¢ margin, whatever it is, is there some 
wastage in refining or have they some extra efficient 
methods or are there too many jobbers in between your 
refinery price and the public in your set-up, to account 


for the 7¢, if they are working on some very much re- 


Cuced figure. 


MR. NOLAN: Well so far as I remember 
the evidence, the Texas Company are not working suecess- 


fully on that spread. 


wAJOR LIPSET®: They are making a very 


slight loss. I quite agree there 1s a loss. 


Mr i aki loss in 
Mr. FRAWL oY: They are making a 3 


marketing, in Alberta, and we do not know anything about 
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their over-all. 

bike NOLAN: And I am informed, sir, 
thet the spread in the Texas picture is 4.86¢. 

hMne FRAWLEY: That is not the evidence. 
Like NOLAN: No, le.9, that is the laid- 
in cost of Q and then the tank wagon is l6¢g. 

MAJOR LIPSITT; For the moment the actual 
difference does not matter, hire. Nolan. 

ioe NOLAN: NO. 

MAJOR LIPSETT; I was putting really a 
straight hypothetical case to you, whether it is 2¢ or 
4¢ less narketing spread that they are working on---= 
Lite NOLAN: Yese 

biAJOn LIPSETT: Is there not some in- 
ference that in your case the jobber set-up or some part 
of the marketing set-up is too elaborate for this 
Province, assuming you are making a fair return and as- 
suming that you made the best contract you could with 
everybody, is there not something too elaborate in the 
whole marketing set-up if a mee Oa Ne! company can or does 
fing it good business, to work on 46 or 4¢ less, whatever 
the actual figure is. 

MR. NOLAN: Of course in order to 
answer thet I think we should know the reason behind the 
competing companies! ability to do that thing which they 
« story behind that. 


are doing, I mean there is & 


MAJOR LIPSETT: Which we have not got. 


Ww. NOLAN: Which we have not got, so 
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that I am being held up in cnmparisen with something that 
I cannot probe but on the cther hand I ask myself this 
question, in what respect is my marketing distribution 
system too elaborate? We tried to make the point and we 
hold vuurselves out as people who are under a respons 


Sibility te serve all of the Province, at all times ef 


the year. 
MAJOR LIPSETT; I quite appreciate that, 
MRe NOLAN: And it probably mekes a 


big difference to us because if we were operating in a 
very select area, I do not know what the result would be, 
tecause the throughput would Se less, the volume would be 
less, but it would be a very different picture anyway. 
MAJOR LIPSETT: You are sOmewhat in the same 
Reetht cn as &@ railway company, in that they have to 
handle all traffic that offers itself, whereas a bus 
compauy can select its traffic. 

MR e NOLAN; nd we say that we perform 
Cther services, 

iA JOR LIPSET?: Yes, but if there was any- 
thing further you wish to say on this general questien 

on this other point which has been in my mind for some 


time, if there is anything that occurs to you later we 


would te glad to hear it. 


MRe NOLAN: Phank you, and if there is 


perhaps I will be given an opportunity to say it. 


MAJOR LIPSETT: Yese 
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MR. FRAWLEY: I understand, iir. Ghair~ 
man, lire Ray of New York is here for the Texas Company 
and will now follow iir.e Nolan. 

THE CHAIRMAN: We will take e short 
adjcurnme nt. 


(An adjournment nf five minutes was here taken) 
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GHORGE °.. RAY, representing the 


A ae ae ne ee ere SEE See eR 


Texas Company of Canade Limited. 


Mr.Chairman and Mr.Commissioner, 
in view of the very elaborate review of the evidence by 
Mr. Nolan, I am going to try to approach the problems 
with which the industry and this Commission are mutually 
confronted, in a slightly different way. I have tried to 
develop the argument on the lines of the ultimate facts; 
their evaluation and their interpretation in the light 
PraPpuUeLic policy. 

My remarks shall be divided into 
four general parts. In the first part I shall deal very 
briefly with the history of the Texas Company of Canada 
Limited, and in tho second part I want to treat for a 
moment the scope of this inquiry; the questions and 
issues raised by it as I see them, and the stendards that 
we must apply in their solution; and lactly, the require- 
ment of a broad, historical perspective. 

In Part Three, I shall again 
deal slightly with the evidence submitted by the Texas 
Company of Ganade Limited, which was economic in character, 
and which, as I read the record, has not *o this day been 
refuteu, but on the other hand has. bean corrobotated. 

In Part Four I shall statesome 
conclusions and recommendations for your consider: tion. 

The Texas Company of Canada, Limited, 
to which I shall refer hereafter as the Texas Canada, is 4 
created and existing under the Laws of the 


corporation 


Dominion of Canada. Tt was organized on April 18th, 1928. 


On or about December 19th, 1950, it was licensed to do 
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business in the Province of alberta. Of its authorized 
Capital stock now issued, almost all is owned by The 
Texas Corporation. 

The Texas Corporation, a holding 
company, owns a majority of tho stock in the Texas Company, 
a company engaged in producing, refining and marketing 
operations in the United States, which produces some of t 
the crude from which products sold by * Pexas Canada are 
made, and manufactures some of the products sold by Texas 
Cana da}. 

It also owns a majority of the 
stock of the International Pipe Line Company, a company 
whieh transports crude petroleum produced by The Texas 
Company in the Cut Bank field to the Sunburst Refinery 
of the International Refining Company. It also owns the 
majority of the stcck in International Refining Company, 

a company engaged in refining exclusively, which manufactures 
at its Sunburst, Montana refinery almost all the gasoline 
sold in Alberta by Texas Canada. 

we submitted in evidence - I 
think they were Bxhibits "322" and "335" - two charts that 
show graphically the precise functions that each of these 
companies perform in supplying produets for the Alberta 


Market. 
Now these companies in the remarks 
which follow will be referred to as follows: The Texas 


Corporation as Texas; the Texas Company as Texas (Delaware); 


the International Refining Company as International, and 


the International Pipe Line Company as international Pipe 


Line. 
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“The Texas Canada does business 
only in the Dominion of Canada and engages exclusively 
in the marketing branch of the industry. 

| It procures almost all of its 

supplies of petroleum products from Texas (Delaware). 
On occasions it purchases a part of its supplies from 
various refiners operating in the Dominion. 

It entered the Alberta market 
MO April 1928, acquiring bulk stations at that time in 
several localitiss. Subseguently, it acquired other 
bulk plants ac its operations expanded. It likewise 
built and acquired service stations for the retail 
fe abniion of petroleum products. 

Texas Canada, however, has never 
operated and does not now operate any retail outlets. 
It engages exclusively in wholesale distribution. 

The products purchased by Texas 
Canada for resale are shipped sither by tank car or 
truck direct to the bulk plant designated by the Company. 

Products shipped by truck are 
transported by licensed transport companies or individuals 
ongaged by the Company for the purpose at rates agroed upon 


between the Company and the transporter, 

The products thus obtained are 
stored in bulk plant facilities and are distributed as and 
when sold by the commission agents of the Company opersting 
bulk plant facilities by truck to buyers, resellers and 
consumers. Benet ines eonsumers such as farmers make 
purchases of products delivered inte the buyers! facilities 


at the bulk plants. 
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Deliveries tu service stations, 
garages and other dealers are meade by trucks owned by 
commission agents and are stored in the facilities of such 
buyers pending ae 

Products distributed through 
combination units, hereinafter described, are dslivered to 
such units by trucks from an adjaeent bulk plant in the 
trucks of the Company's commission agent operating the 
supplying bulk plant. 

The distribution of Texaco 
products from its bulk distributing staticns has boen 
acecmplished from the inception by the employment of 
commissioned agents. Texas Canada's management, at the 
time of entering the Alberta market, wes convinced that 
this was an advisable method of wholesale distribution because 
it was the fastest and easiest method of reselling its 
products. It also determined at that time that if it was 
to get into this market and become profitable as quickly 
as possible, these facilities of distribution shculd be of 
a different type than those that were then being employed 
generally in the industry. It is for that reason that we 
built theses combination units that ycu see in Calgary 


and the surrounding territory. 

There is another thing at this 
point that I would like to call to your attention, and I 
think it has a direct bearing, Major Lipsett, on the 
question that you asked lr. Nolan at the conelusion of 
his argument. 

Texas Canada is a neweomer into 
this market It still is young in this market. In view 
of that fact it was necessary that it entcr the scarket 
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at its compact centres. Perhaps you will remember the map 
that we submitted in evidence Showing the locations of our 
bulk plants. You will find that those plants run along | 
the routes of the main highways, and in most cases are 
located in the most populous centres. 

MR. COMMISSIONER LIPSH#TT: Does that mean that in 
the centres that you refer to, Mr. Ray, that 3$¢ margin 
would be @ proper spread? 

MR. RAY: No, not exactly. As 

a matter cf fact I do not remember the prices, the figures 
on our marketing costs, but it does mean this that you 

can move a larger vclume ina ecmpact market than you could 
move ina thin market, with the least effort; and eonsc- 
gucntly i think at a lower cost. If your distribution 
is widespreed and in a thir market over all, I think there. 
would be some additional marketing costs involved; and 
that the question of the efficiency of the respective 
companies - the Imperial market ina thin market in 

Some sections and the Texas Canada market in a compact 
Market, as compact as it can be, exclusively, would not 
be gauged simply by the cost of the service performed. 

I think that the factor of the nature of tho market, 

the kind of thing it is, has got to be taken into account 
and I think thet the compactness of Texas Canada's market 
as distinguished from a thin market in which the Imperial 
Oil Company. market, is perhaps the governing factor in 
explaining that aifference. 

MR. COMMISSIONER LIPSBTT: Vell, from that would 
4t follow in any way that there shoulda be a certain price 


to the eonsumer in all central points where the market is 


very large? 
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MR. RAY: No, I do not think say 

MR. COMMISSIONER LIPSET?: And where free competition 
exists? 

MR. RAY: I do not think su. of 


course the Texas Canada, as I am going to show you subsequently, 
could not carket for less if it wanted to. If it is forced 
to market for less, as it often is, why,it must. ‘Wherever 
it has been able to reduce the price it has, and I shall 
bring some of those to your attention too. But you do have 
the incontravertivle fact, based on performance that we have 
seen over a p¢3riod of ten years, things tuat we can look 
at, and we know that the costsof marketing are just as low 
as they can be made, and it stihl has nct +rielded the Texas 
Canada a prcfit. 

MR. COMMISSIONER LIPSET?: Perhaps while you are on 
that, if I eam not interrupting youcseces 

MR. RAY: Not at all. 

MR. GOMMISSIONER LIPSETT; Perhaps you would just 
give us at the start your view as to whether it is the 
reasonable responsibility or the reaSonaodle duty of a 

large company coming into the Provinee to supply the 

whole Province. 

MR. RAY: As and when it can, 

yes, I think so. 4s and when it cane There is no company 
in the entire country, taking the United States as a 
standard, that has such wide spread distributicn. Major, 
You eagnnot go wildly into these 


it is a slow process. 


markets. You have to grow gradually as you can. You 


cannot fly until you get your wings, in other words. 
I do think that as you get your wings and get the ebility 


to fly you must expand. It is a part of a public service. 
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hon we have been in this market as long as the Imperial 
have, if we are permitted to stay in it and operate 
profitably, I suspect that we will be doing a widespread 
distribution job. But it will always have to be consistent 
with our ability to oarn a return for the service rendered. 
That has got to be the case. 

MR. COMMISSIONER LIPSST?: Perhaps you would rather 
&C ON with your presentation, but you just put this point 
to me, and I was trying to follow it up with vou. If, in 
fact, as your svidence seems to disclose, you are operating 
at a loss when you pick out the choice spots in the Province, 
how do you anticipate that you can fulfil this responsibility 
that you are going to supply all the Province. 

trea Ys I think there are three 
ways, and I am going to discuss those quite a little bit, 
later. But I would rather do it at that point, if you will 
indulge mo. 

MRe COMMISSIONER LIPSSTT: Yes. I just followed 
this up as you referred to what I had put to Mr. Nolan. 

MR. RAY: The Texas Canada has 
also indulged in both, or edoptea both techniques that 

were available to it for the ereaticn of the demand for 

its products. ‘ie have engaged in sales solicitation 

with what we consider the essential personnel for the 

doing of that work, and we have also endeavoured to 


create a demand for our products through advertising. 


The Texas Canada 
performs the funetion of wholesazing petroleum products 
largely by contract selling, although in rare instances 


it also orngages in spot selling. 
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411 the servies 
Stations owned or leased by it are operated by independent 
merchants to whom the premises are leased or licensed, 
and with whom Texas Gansda has a salescontract whereby 
Texas Canada agrees to sell and deliver to the buyer 
the buyer's reguirements of petroleum products. Its 
services stations have always been so operatdd. 

All the refined products 
purchased by Toxas Canada from Texas (Delaware) are 
imported into the Dominion of Canada for resale there by 
Texas Canada. These importations are, of course, subject 
to Canadian tariff laws and regulations. In view of the 
rulings that have been made by the Dominion Department of 
National Revenue, the prices paid by Texas Canada to 
Texas (Delaware) have becn in effect fixed by the Department 
of National Revenus. 

L .do not use the term 
"fixed" there in the sense that there has been any Govern- 
mental decree that "you shall do business at such and such 
@ price." But what I do mean to infer is this that the 
floor of prices under which Texas Canada cennot go without 
suffering a penalty has been established by that law, and 
that the prices that have been current in the transaction 
of business between Texas (Delaware) and Texas Canada, 


have been at the level of that floor. 

The fairness ana 
reasonableness of these prices has already been established 
by the Dominion Government by rulings that thoy represent 
the fair home market value. Sales by Texas (Delaware) 


to Texas Canada in every instance have been at the values 
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established for duty purposes. Any present examination 
of Texas Canada's Alberta pries structures must start, 
in view of ths predetermination of the faitness of the 
vase price, with the price for duty purposes; that is 
Texas Canada's cost. 

Now this, I teke it, 
is a very Significant fact, and one I want to deal with 
yery briefly. The fact that Texas Canada imports the 
major part of its supplies under the rules and regulaticns 
established by the Dominion of Canada, raises a very 
serious question as to whether the Provinee of Alberta 
hes the legal authority to impose further regulations 
which may be inconsistent with the Dominion regulations. 
But we make no point of that and I do not intend to make 
any point of it at all in this discussion... I simply 
want to mention it and to reserve such rights as we 
may have in the premise. 

MRe FRALEY: I do not quite under- 
stand what my friend means when he says Dominion regula- 
tions. He doubtless will remember that Mr. Russell came 
here and he threw overboard the correspondence that had 
passed between his department and Mr. Ray's company sone 
years ago, which the Texas Company in these proceedings 
submitted as rulings which established the fairness of 
their import price. Mr. Russell, Mr.Ray will remember 
from the evidence, rejected thet and simply seid the 
matter was now under investigation and all he could say 
about the present Texas imports was that at the moment 
it was the subject of investigation, and sooner or later, 
within a very short time, they vere going to say whether 


those imports were eoming in at a feir price or not. That 
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is the evidence as Mr.Russell left it. So at the moment 
it seems to me that there are not any regulations at all 
by the Dominion of Canada. 
MR. RAY: I have to differ with 
that statement. The fact of the matter is thet there is 
a ruling of the Canadian authorities. It is a ruling of 
the Department. It is not Mr. Russell, and until that 
ruling is officially withdrawn, it is still a ruling 
under which we must make our sales. 

Now I take it in 
view of the testimony that Mra Frawley has mentioned 
that we may at somo future dats have to have a little 
conversation with the Dominicn Department, but until 
that comes and until the existing situation is in 
fact changed, I think we have got to deal with the 
Situation as it is. However, we are not going to make 
vary much point of that. 
THE CHAIRMAN: whatever it may be 
we have it in the evidence, the correspopdonce with 
the Government: 
MR. RAY: The Texas Canada 
believes that ite marketing methods are up-to-date 
and its costsof marketing are as low as they can be 
made; that it has made no expenditure and it has 
{neurred no charge which is excessive or unreasonable 
or wholly or partially unnecessary under existing 


conditions; that its expenses and costs have not been 


contrary to the publie interest. In fact, it has been 
Texas Canada's effort as well as its performance since 


entering the Alberts market to reduce costs to the 


minimum. 


; 7 & - ‘ rey - ; ; 
7 ts 
| t< 


| Ter Nee ae 
“OLR ARS L : wi i, - 


+ 


Wet aad» POR SAS tpead ae oe eee ie va, a F ; ; 
Phen oust’ Fe: ‘epee, PP eT o. r ‘Lf aeut ti. Ce ; 
Le ear ee En ee a Pe a ee eee iN ee wre ss 
Lin tp WES HEIN ee COSI ON & “ns eet al ae Gh 
| . ia 
ee p! 3 ee 
Cae + a eee OL ; 
eri cat? PG a) ie ~ A ae: 2 
wi Gaeae sy cae A Raat: die the 
" ae : ;. 4 ah a at - ee at ae 
12 eat COS? a at a poe eae 
@ wei Y Letne Ons Reese 


mi cre) CIEE Da ee Ly Baya eee a : 
cae ey ee ee eae me Seda ae 
ne .. a Be s+ ete ai wee 


§ or 

i ps the Ae 

ee be 
* s' 


Ba oe thy CRE ing palais i 4 a8. ‘dab: eam, eh, 36, 


a iy Py 
ai 


vremh sta SY og * 
AL, tte EPL, SRG ee EEN ee oe 
cS ty ae! egal peat” os ads, nese, iy ae: oma ee ‘tio es 
f ee ce 
Opie gti ances Mn SHY Suis eek me a 
D < b Fei eg eee ee cade a 
eg f iio 29 yak i ot , 
a fy Ae i San x a siiips ere oa sae [if Pages be Py on besa leap pan 


pa Verney 
ear: VY BGs 


er Me ae 

eS ABA S~<gh O Ke 
‘dd hee Wale ae ent 4 
{Rune Hefei Pe bie gates - on AP or rr aaa 
ab Penaeus 0 t44a owes unk deities eaads a 
il oe time Metal: Lon ieee eee oe to yd: 9 


pet 360° wet eas: ae OPO e: OS t,t ge oe 
Me 


ee ed 


. 


74 . 
‘ ‘3 


” geek: sat “a SP ogk ereeeee pecs: Bare 


T=3 
i -15,920- 


George We Raye 


It has been Texas 
Canada's policy to employ the finest of marketing 
facilities known to the trade; and in consequence, 
it believes that its present facilities are adequate 
to serve the present market. As its business increases, 
it will, of course, be necessary to increase facilities 
to meet the increased demand. 
The efficiency of 

Texas Canada's facilitiss must be tested by the use to 
which they areput. In Texas Canada's opinion, these 
facilities are being efficiently and economically 
employed, for the following ressons:- 

Rag They represent the best judgment of the men 
in charge at the timc in the selection of locations. 
The soundness of this judgment in the great majority 
of instances has been confirmed by subsequent perfor- 
mancse 

ae The services stations and bulk plants represent 
in almost every instances the lest word in efficiency 
in so far as adaptability for the purpose to which they 
are being put, both ss to structural and architectural 
design, layout and equipment. hen service stations 
originally constructed have been found inadequate and 
unsuited to the purpose, in most cases they have been 
rebuilt and have ineorpora ted the latest ideas developed 
and practiced in the design and construction cf serviée 
stations and parages. 

Se Care has been exercised in the selection of 
operators to whom these stations have been leased. The 
operators are, for the most part, men of experience and 


ability with sufficient resourc6s to operate the stations 
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offictontly and economically and to obtain the maximum 
volume of business in each community. 

4. “hen and as Texas Canada has obtained the 
distribution to snable it to mest the existing demand, 
the company has assisted the operators of its owned 
or leased stations and independent dealers in sceuring 
a larger volume of business by popularizing Texaco 
products through advertising and sales promotion. 

Be The cenmpany has maintained representctives 
in Alberta to-assist in creating a demand for its 
products. 

A combination of these factors has assisted 
in building for Texaco products widesnread demand. This 
in turn has greatly assisted in cost réduction and in 
tho Lowering of prices, although it has not as yet 
been effective in making Texas Canada's business 
profitable. 

I submit, Mr, Chairman 
and Mr.Commissioner, that Texas Canada when you view the 
industrial operations of evan this Provines; certainly 
if you give it a Dominion perspective and then spread 
on to the North American Continent, that Toxeas Canada 
is an insignificant part of that whole picture. But 
the result of its performance here has, it soems to me, 
these very significant results of playing a part in the 
entive sconomy. 

First, ite entry into 
Alberta has injeeted into the carket a nev, aggressive 
competitive force. 

secondly, it has 


supplied and is continuing to supply large quantities 
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of petroleum products of the highsst quality for the use 
of the people of Alberta. 

Thirdly, it has given 
to the Alberta industries and motorists a wider choice 
of petroleum products than they had prior to its entry. 

Fourthly, it has 
contributed to the employment of Alberta's citizens 
at decent wages; and 

Pifthly, while its 
cperations have not as yet resulted in profitableness 
for its investors, its prospects in this direction 
seem good. 

Texas Canada, being 
one of the operaters in the Alberta market, has had its 
operations thoroughly investigated. It has submitted 
complete audit of its books and records by independent 
auditors appointed by the Government for the purpose. 

It has submitted to the investigating Commission a 
vast amount of material in an effort to co-operate with 
the Commission in getting at the trus facets no* only 
of its own functions and performanes,but also of the 
functions and performanee of the industry in general 
in North America. 
| Therefore, before 
proceeding further with a discussion of Texas Canada's 
operations in Alberta, we shall at this point turn te 
a discussion of the scope of this investigation, questions 
and issues raised therein, the stamdards by which this 
Commission should judge the industry and Texas Canada and 


9 the necessity of viewing the situation in the light of 


a broad, histoxical perspeetive. 
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By the resolution and 
the Commission the Commissioners were required to 
investigate, production, refining, transportation and 
mavksting of petroleum and petroleum products in Alberta; 
the cost and prices thereof, and, without limitation the 
following specific subjects: 

(1) crude prices; (2) importation costs; (3) refining 
cests; (4) gathering, handling,and transportation costs; 
(5) distribution and marketing costs; (6) operations of 
the Hthyl Gasoline Corporation; (7) jobber and dealer 
prices; (8) consumer prices; (9) profits; (10) price 
factors; (11) fair prices; (12) excessive charges; 

(13) unnecessary expenditures; and (14) the advantages 
or Gisadvantages to the public of the Province in the 

Government of the Provinee exercising complete and/or 

partial control of the petroleum industry or any part 

or branch thereof within the Province sither directly 

or through the instrumentality of a Board established 

for that purpose. 

When the outline of 
tho investigation was prepared by the Attorney for the 
Commission, I rearranged it for our own purposes in 
the preparation of the data to be submitted to this 
Commission, and I found that 127 specifie questions 
were involved. Many of those questions dealt with 
such terms as "Necessity", "Adequacy ", "“ufficiency" 
and "Reasonablengss". 

: Coneerning the 
gathering, handling and transpurtetion of crude petroleun, 
it was asked whethor any expenditure for investment or 


expense was made which was either wholly or partiaily 


yoe8 
= 
Sa 
ba 
a 


Tie 
ot 


ee 
r . 
+ me 
mgr 2 oe 
x oe 
4 
aot tty 
. . 
te 
‘a -* aod 
¢ ‘ 
wie 
= wv 
we 


sna 
: 
‘aa . 
3 
ee 
Pen 
se 
= 
"> 
rd a 
hae 
con 
— 
o 
ie . 
’ 


a Ay 
is ‘ : 
ey 
a 
ee 
i ~ 


eee ain 
: ee 
a * ‘ 
=f ‘ 
1 oo 
ay 
vet Fo 
of 5 
: : 
. 
fess 
re Fae 
Be a +: 


s—., 
= 
Pes 
rea 
. Mas 
‘ t 
a 
carey Pe 
in ji 
4 , 
‘ ae 


fl 
: 


x 
io) 
~ 


’ 
bg 


T-3 
15 


“15,924- 
George |i. Ray. 


unnecessarys Similar questions were propounded in raspect 
to refining, processing and wholesale marketing. It was 
then asked whsther any plant, equipment or other investment 
used in wholesale or retail marke 4ing Was unnecessary, and 
then whether any class of persons, firms or corporations 
then engaged in the marketing of petroleum products at 
wholesale or by retail were superfluous and unnecessary 
for proper and efficient marketing. 

Questinns were slso 
propeunded to ascertain whether or not pipe line facilities, 
other transportation facilities, refineries and marketing 
facilities were adequate. 

The matter of adequacy 
always has its companion, and that was the case here. 
auestions Were propounded to ascertain whether or n& these 
facilities were efficient or es efficient as they should 
be, or whether they were excessive. 

This purely materialistic 
view was carried over into questions designed to ascertain 
whether or not there were too many classes of persons, 
firms or corporations, too many persons or too manv 
facilities for efficient operation. 

And then, apparently, 
in the belief that if findings of fact could be made 
that certain things were unnecessary, inadequate, inef- 
ficient or excessive, operations, investments, charges, 
profits and facilities, as well as prices, would be 
unreasonable, and so questions of reasonableness were 
likewise raised. 

An analytical study 


of the specific questions leads inevitably to the 
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conclusion that three goneral questions are involved. 

First, is the 
petrolcum industry wastefully conductse? 

second, are prices of 
petroleum products too high or subject to artificial 
control? 

Third, is it advisable 
for government to take over and operate any of the industry's 
racilities or to otherwise regulate or control production | 
and distribution of petroleum and the products thereof? 

Since the answer to the 
qiestion, whether it be advisable for government to take 
over, regulate and control any vhase of petroleum oper- 
ations, depends *o some extent upon the answer to the 
question whether the industry is wastefully conducted 
and the question whether prices are too high or subject 
to artiticial control, and sinee waste is reflected in 
prices either by pushing them too far upward or depressing 
them too far downward, the implication is clear that the 
centre and cireumfsrence of the investigation is price. 

To state the ratter 
another way, the question becomes: Has ths social 
performance of the petroleum industry been such, and 
is it now such as to requiro change? 

Hence the fundamental 
tissue is free enterprise as now constituted against 
further or changed government regulation or ¢ontrol. 

With the fundamental 
issue such as it is, it is essential that there be an 
oxamination of what the industry and its various units 


have done and now do, how the industry and the various 
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units have performed their functions, and now do so, 
why they have performed as they have and now operate as 
they do, and why they havo changed methods from time to 
time, and with what results. 

Such a review of facts 
and their proper evaluation is to approach industrial 
functionalism and performances ona factual, seipntific 
basis, which permits the isolation of fact from opinion. 

The isolation of fact 
from opinion in any inquiry based upon prices of 
eommodities involves more than an investigation of 
presently existing prices. It requires, among other 
things, a study of price trunds and comparisons amd 
the economic and factual mechanics of price making. 

Since the question 
whether or not whole or partial regulation of industry 
by government is advisable is prusented to the 
Commission for solution, Some additional questions based 
on fundamental principles of democratic government are 
likewise presented. 

These principles are: 

First, tho fundamental 
objection to all governmental interference Witn trade and 
with orices is that on the whole the public is best served 
by a state of freedom. It is not in the public interest 
to have a business standardized or regulated by government 
authority except insofar as necessary to eliminate 
dishonest dvalings and/or practices generally recognized 
as unfair or as subversive to the public morals. lvery 
unnecessary governmental interference in common business 


life its harmful because it accustoms the public to expect 
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the government to adjust every temporary maladjus tment 
instoad of letting the natural laws uf trade do it, as 
they are quite certain to do when given the unencumbered 
opportunity. | 

second. Law and 
consequent regulation of industry thereunder, being by 
their nature restraints of freedom, should be based upon 
probable necossity for protecting the public intrest 
end should not be based upon speculation and surmise. 

Third. It is agreed 
practically on all sides (except, of course, by those 
who seek public power) that government regulation is 
inherently dangerous and that it is often unsound to have 
government toards making regulations without assuming 
responsibility for the results. Regulation at best is 
ar attempt to genvcralizo, and generalized methods of 
man's teking have not produced and do not produce sound 
results. Tt has been said and with much wisdom that 
at some stage in the history of a government regulstive 
body, regulation would be used for purfoses that are 
either corrupt, political or doctrinal. These are 
productive of violent and extremely unhealthy results. 
Therefore, a method of regulation should be found, when 
regulation is a provable necessity, which will be more 
effective in improving the economy than private enter- 


prise has been and now is. 
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To summarize: 

If there is to be government 
reguletion of Industry or prices there should be (1) a Govern- 
ment possessed of the power to regulete successfully; (2) the 
necessity for taking such action; (3) the application of 

a method which will eliminate discovered evils, improve 
exsiting conditions and prevent the production uf other evils; 
and (4) a certainty, not a speculative surmise, that the 
method thus selected will do a better job of improving the 
eeonomy than a state cf freedom would do. 

Other questions, then, for 
consideration, in acdition to whether the performance of 
the petroleum industry hes been such end whether conditions 
are now such therein as to require governmental interference,’ 
are (1) whether the Government is possessed of sufficient 
force to regulate successfully by the use 6f an appropriate 
and workable method; and (2) if so, whether there is such 
e methcd. 

These few questions demonstrate 
the advisability of making excursions into acditional fields 
of inquiry lest the Commissioners réech conclusions based 
upon insufficient data and informetion. 

Additional questions relevant to 
the Inquiry and essential to a proper understanding of the 
industry end its performance past and present are as follows: 
(1) By what standards are such terms as "reasonableness", 


ft + if + ant at 
necessity", “adequacy”, excessiveness and “efficiency 


to be judged? 
(2) Can one view the industry in proper perspective at 


short range or is it necessary to review its performance 
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for a period of years? 
(3) Are there any factual and economic factors unique to 
the petroleum industry? 
(4) If so, whet is the significance of these factors? 
(5) What has veen the growth of the petroleum industry? 
(6) What is the significence of that growth? 
ey) What are the characteristics of the petroleum products, 
particularly gasoline, market in North America? 
(a) Is it now competitive; (1) In Alberta? (2) As 
4etween Alberta and the United States and elsewhere? 
(b) Is it an expanding msrket? 
(ce) Is it a *down=-price” market? 
(d) whet is the buying power of the consumers of 
petroleum products’ 
(e) What has been and now is the’ quality of the 
goods marketed? 
(8) What is the significance of the nature of the market 
thet is what is the significence of the market characteristics, 
(9) Is it a function of the competitive system as it operetes 


in the petroleum industry, (a) To make prices? If so, at 


whet level? 


In this connection, how are prices 


What effect, if any, have supply and demand upon price 


made? 
making? Are two parties, seller and buyer, required to make 
a price? Is price leadership, if any, the result of arbit- 


ary price dictation or the result of competitive an@ economic 


forces which in fect make prices? Do prices in other merkets 


have eny effect upon the making of prices in. Alberts’? 
(ob) Is it a function of the competitive system to 


effect uniformity of price for approximetely the 
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(10) 


(11) 


(12) 


Same quality of commodity? If so, how and why? 

(c) Is it a function of the competitive system to 
effect simultaneous or approximetely simultaneous 
price changes? If so, how and why? 

(dq) Is it a function of the competitive system to ile g 
marketers impotent to fix unreasonable, arbitrary 
and artificial prices and to maintain those prices 
and survive? | 

whet has been the performance of the competitive system: 

(a) In respect to price trends? 

(b) In respect to prices in and outside Alberta? 

(c) In respect to gasoline prices as compared with 
prices of other commodities, in Alberta, in Canada 
and in the Ynited States. 

(d) In respect to product quality? 

(e) In respect to costs over which marketers have 
Jurisdiction? 

(f) In respect to costs over which marketers have no 


jurisdiction, i.e., taxes, tariffs, eto? 


What effect, if any, do mass production, mass distribution 


and mass demand have upon prices? In this connection, 
what has been the effect of improved technology? 

Are present prices, all eccnomic factors, not simply 
costs and profits, considered unreasonable? 

fant so. Why? 

(vo) Are they unreasonable because taxes maxe them so? 
(c) What taxes are imposed? 

(4) What company costs and losses are evolved as a 

result cof ea company being made @ tax collecting 


agency? 


(e) To what use are tax receipts put? 
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(13) What has boen the history of governed operation or 
control of business or of price? 
(14) Are there any impcdiments imposed by governments 
preventing further lowering of prices? 
(a) If so, what? 
(b) wWhet is their effeot? 
(15} Are there any restraints imposed by government which 
heve had and now have the effect of preventing sufficiently 
rapid progress in improving the buying power of consumers? 
I. should like to turn my attention 
for a moment to the first question, It is our contention 
thet in order to avoid misunderstamiing and to focus attention 
at once upon the subjects of primary consideration, appropriate 
standards for the proper determination of apes to questions 
involving "reasonableness", necessity", "efficiency", 
"adequecy”, and “excessiveness" must be stated in terms which 
take into account, first, the relative conditions, or purpose 
elements involved and also, sscond, the respective points of 
view of all parties concerned. And since the answers to 
these verious questions are to be the basis for a determinaticn 
whether the existing order of things should be changed, con- 
ditions and circumstances, which have existed and now exist 
under the competitive system of free enterprise as distinguished 
from, although compared to experience under a system of author- 
iterianism, should be examined. Broadly speaking, this 
involves, (1) the consideration of relative, as distinguished 


from absolute, standards and (2) an historical, long-range 


perspective. 
It is submitted that the compet- 


itive system of private enterprise, both in the manner in 


oe i a kA ee a a 4y, Fy ~ mares sre ‘ : 
: fas a Dba = sy) ves s ar > 
= “s = cae fi ; 
3 : - oe oF . = 
ane Nien hae elit eae aa 
- s - ETERS , ¢ a es < 
er : 7 as - 
ae leo} : = ae bh Ean 
a . . a eas - - 2 oe: 
= . eo zt x0 Y '. i . — ae nS 
= e - . ond - sak Go 
3 Lae Neos os ety ES 5 SA. i 1 = —_ ee 
1 J S ca (ee A : s “ S 4 Sa | vt: 
. se * , x . we i ae é 
- - me wy res “F Us a dace rs = x od os 
Ne % ae i ’ ~ . oy ars ¥ 
S ie sie : ‘ +4 ta — 3 i & 2 
th =b= : ie cH ge x 4 . *- ‘ >: ay 35 ae 
Seeey = +-. unt too bans, Say po oo : eae > ay 
iar . t= , ie Re ‘i 4 oo = OF . ams, * 
LEE z — m= ni Ded — ae : . a i i . 
maria Ce r- 2 s ] rae") : Be a a Bg iy . 
a = 2 ae = : ca < E +7 i 5 ‘ 
Gs =: " ies : ie Zs . A ¥ oy ees As, 
ay Po Es am : * ras - ‘ My pany . « 
Fe é oH af ‘ ied a a . ae 
- a eich! - . am x . Z 
- . - : iy ‘ wa cs or Ley ‘ 
: at *. = 4 ae a . “et ¥ 
e on Z as z > a . 3) &s a : pi, cm 
‘ : i 5 < 2s en ’ i - \ 
. 2 ; < ~ as - 
. ie fod ne : os a oe pee : RES a Wi 9 ma d 
: ag ; Bi : ; : ; Ss 
te Se a = ‘ BPs - = Re i We ie oe Bry . 
: 3 - at Co += 
None 7a - . a Fs ». Poy gh + i. = . fe — 
# : ee : a : <f 6 e 2 ; E 
ta : be wie ie 2 Ze < ee not 
ol a Ff a 4% 5 Bs es s ‘ 
v! fs j : a : : es ei by re ; ‘ 
poe ae we pS S : 5) 
: : a : . = i <2 =a ex ae i we ~ 
ee = Vet ce or. rss sand tee ~ = ap . = . << 
fiat ot, B ’ = aes ss he Ee ce —— aw! é 
. ¥ mat : ts =, oe : 7 is 
i aa note aa : is es : o a 3 ; oe Eon ae wee 
re Bata i s aes Gs ae ssa — ; yt - ve — 
as ; oat as = = ~ ae = 
Sates xP | mies Aavt ae ‘eae CaS S = ~~ » aes yy ata wast sey 
= . si | <I - (2 ee - . Gv ‘ ve 
r ’ ras im — Sere we ao tee a bo ete . 2 
, ¢ ary we Bt =o Lm ; F eo ee : - : 
= F poe ie BS ; E ~~ eh 
+-) eet bal a Fm Gs , ie 2 o sai ro 2 Rees ro 
2 ¥ SS ae - : ins? a Be ‘ oy 7 5 ze : 
‘ ‘ 
E as ¥ ee Ss ee ae . - : a 2 we 
" rir ' oo awe E e i ahs (e03 a8 
ms = 7 s : Lae 
~ 2S es < rae oe =~ : at je : ‘ a 
ae eee ~ =a : zs a : cs . rt ve oy fr 
o 4 tn. ree oe ee er ee ie M. 2 Bs . 
me yo oN —< Say sos — aie - 4 a 
; = Gs (oie : met ; See ood isd = . ‘ 
: Lae oh & ~ ey ? t = pp 
a ews ri pee] rte : ores Be a 4 wigs Py. ae 
. H ‘ : * 2S ; Ss me cod ie : ol ats ay: 
C : Boe eae = ~ At - =F ie veer == =f 
eae Te = au ae mh = cad ; 
rey ried Se : ; “ - 
i . i Z - : Es ao ¢ ue ; = ; : re ‘ =; 
ch : es “ “ , a ee as ; ~ 2 : re - 
f = - i tine t : va c 
: = Fi s oes , EA tags : : of a e = 
: a3 cee ~ ~~ eS o ae > .- 
oe ‘ ¢ = Bee z on =x! are aay “ ase) = ‘ — 
te - : . - oe i ex : : a <P> ( ; 
: “4 x - “~\ . Fi ~ a dar pes r 
2 ~ > 1 Oh : a ¢ ; 
: acd 3 oe Pee ne Lis, a _ a . - ‘- zi 
Ne an > sed = ~ f 
; + ; : —~ ie — 
ir cf De fe, : ~ (Be : 
r e . ae f Bs ° 
pas Aree oie : « G au ae ar : - re 
| - ut 4 fe £ as z P hag get J “s 
re aoe + fa s ohat % “se fo s aan ‘at ot 
- : ‘ Bs a ~ ae ss t : 
4 C ie : 2 re, = oe Shs a 
[ne .¢; ef a Be a ae fae ae : e a re yet 
ote KS = H fas S tt as ae as _ 
z rae = : rS : a 2 b 2 
‘ eal Ls = fe Piers ee: ie = wey . ; “ F 
ao + 5 Ae : Lee = ai 4 - a es . 
ee < ard sé = & 
> Age caries Y * ps ae ae ts ig 5 Y 3 vs ae ’ 
Cc » z és : ‘ ui foe ae ae 
a “ ‘ 
exis rea : ee me -~ fee BS aaa x : 
Tak : * D : Set =, x Bs BS j . ( 
’ eae ae ate? = - wt Lo: Noose! ‘ - es = 
rae . es Sia 2 om 3 an oe wares “s a = ona a 
4 ta oe : i sz aes rt ae t es : ‘ 
q os Se : 3 : ‘ ‘ ce : cae 4 f = 
re es a 3 ee ” - nase ‘ t 
“ Tex " * t Y x | 3 na : 
aia ws x a cam la es s ; ~ Piteke ss 
! - = _ ~ > - 5% >, 
an a on ; : ; oe = : : - os 
ue So ' Aere eats : F: = 
yo : ce : : : eas i U. 
> wie . is en a Seale ‘ ? y , 
i Ket - " Ee : 2) oe wae i e 
ne ea : ee oa \- an *. ne “a 
= is ' i wo ea nie : > ‘ 
= = - 
ae a "eat " 5 a " = ae 
4 cH ba As > = = = 
+ Be ‘ * F are 
4 as 2 : A G) ie 7S bs & igen : 
. ome i ~ i~ — 4 . . > 
: ts noes F fot } ee ‘ i 
5 ie Me aoe . - 
i. > — : A 


C-4 
9) 


Geroge W. Ray -15,932- 


which it functions and also by virtue of its pest performanes, 
is the most efficient and reasonable system yet devised; 

that if one will judge the performance of that system from 

the standpoint of the social values that it has created, one 

will conclude, as has Texas Canada, thet the preservation 

and improvement of the system is of utmost importance; and 
that present efficiency and reasonableness of operations and 
necessity for change, involve questions which in the long run 
should be evaluated and answered in the light of that system 
and its accomplishments. 

The preconceptions indulged in 
framing the resolution initiating this investigation demons- 
trate a careless use of some of the terms under consideration. 

And I do not say this in 
criticism. It is simply that I want to present to you as 
intelligently as I may how easy it is for us to go off half- 
cock about something because we do not think the thing 
through, or thet we do not have at our disposal sufficient 
facts upon which to make e deliberate judgment. 

Now let us look at this legis- 
lation for a minute. 

These preconceptions were stated 
in some instances without qualification, es though they were 
baseé upon fact and knowledge. For example, it was 
asserted that "it is universally admitted that there is 
excessive duplication and consequent excessive cost in the 
distribution of petroleum products, both wholesale and retail, 
undoubtedly edding to and méintaining the unreasonably lerge 
spread between the price paid for crude oil and the price 
which the public has to pey for refined products, but at 


the seme time there appears to be no attempt whetever on the 
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part of those engaged in the distribution of petroleum 
products to bring about any economy in distribution methods, | 
wholesele cr retail, and it is obviously expedient and in 
the public interest that the present state of affairs shoulc 
not be allowed to continue," 

If this were true I think all 
would agree that no investigation should have been held, 
and whether it was true or not, it is. patently evident that 
the case was judged by the suthors of the resolution before 
the facts were heard, On the face of it, somebody was 
guilty of guessing, 

While many thoughtful peuple so 
contend, it is not universelly eaneates that there is 
excessive duplication and consequent excessive cost in the 
Gistribution of petroleum products. There are many who. 
contest that view. It is assumed, further, that there is 
an unreasonably large spread between the price paid for 

crude oil and the price which the public has to pay for. 
refined products but if one will examine the language of 
the legislation carefully you will find that this spread is 
unknown because it is the known spread minus the “unreasonabl e® 
but eeiovn cost resulting from “unreasonable” duplication, 
How can baie, Pesviduiit of e thing be both unknown and unreasonably 
large? Yet this assumed unreasonably large, but unknown, 


spread, becomes more unreasonable by the addition of an 


assumed excessive cost. And then it is asserted that 


apparently there has been no attempt on the part cf those 
engaged in the distribution of petroleum products to bring 
about any economy in the distribution methods, and that it 


is obviously expedient end in the public interest that the 
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present state of affairs should rot be allowed to continue. 

Now without going into thet any 
further I would simply like to put this question to you, 
not to have you answer it but would you, woulc you after 
hearing all this evidence, write that sort of thing into 
eny kind of report? I doubt it and the only point I make 
of it is this, Mr. Chairman and Mr, Commissioner, that we 
do not want to be in too big a hurry to judge an existing 
state of thing. We want to be sure that the existing 
state of things should be changed in the public interest 
before we do it. 

Cbviously, these various terms 
do not here permit cf their we iin an absolute sense. If 
the Commission is to make any progress whatever io the 
evaluation of the facts presented in this inquiry, it should 

start with tre conclusion that these terms should be 
examined relatively, and that "purpose elements" shoulc be 
taken into account. 

I also stated that the questions 


must be approeched from the respective pointsof view of all 


parties concerned. 

We shall now direct our attention 
to the matte of how these two general phases blend. 

Each of the questions suggest 
certain other questions. 

To illustrate, when one inquires 
whether or not a certain facility is necessary, it would 
seem that it would first be advisable to decide what purpose 


the inquirer has in mind. The question then becomes: 
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Necessary for what purpose? Are existing facilities 
necessary for the purpose of conveniently supplying 
petroleum products to those who want to obtain then? 

if eech buyer of gasoline, for example, desires to get his 
gasoline supplies from a pump in his own garage, present 
feoilities ere obviously inadequate and insufficient. 

But if such facilities of distribution existed, then I 
presume thet the Inqtiiry would be centred more substentially 
upon the question whether or not such widespread distri bution, 
although very convenient to the buyer, really involvec the 
excessive use of distributing facilities. Until we determine 
then, the purpose or the objective the questioner has in 
mind, each question involves hundreds of possibilities, 

We must ask, in respect of each of these terms and each 
question involving them, toward what objective or purpose 
we must direct our examination, 

Secondly, it is just as 
essential to reach some conclusion concerning the point of 
view from which these questions must be approached. If, 
four exemple, one should ask the owner of a single filling 
station, who for years has made his livelihocd from the 
operation of that station, whether or not it was necessary, 
he would probubly get the reply that “as far as I am concernec, 
it is necessary; it is all I have.” whether that same 
station, marketing the products of another than Texas Canada 
is necessary to Texas Canada, is a question of an entirely 
different purport. It is not in any respect necessary in 
Texas Canadats existing distribution programme, Would it, 
as a competitive station, be necessery to Texas Canada by 


creating a competitive pressure which would compel Texas 
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Oeanada to a more economical performance of its functions? 
Perhaps so. Is that same station necessary from the public 
viewpoints The buyers of gasoline could do without it if 
tyere were other MiASwE where they could satisfy their wants, 
But the question cannot be reduced to such simple proportions. 
Is the system of free enterprise a desirable system? Should 
every man have his chance to enter any field of ende@wor he 
desires and to apply his initiative, ambition, experimentation, 
and at least try to contribute to a betterment of the social 
order, while he improves his own position? or should the 
door be closed and business frozen where it now stands? [Is 
it desiratle that the competitive system and its pressures 
be fostered or should competition be eliminated and only 
those individuals approved by men in political positions 
permitted to engege in business enterprise? All these 
questions are inextricably tied up with the inquiry whether 
a single filling station is a necessity. 

f like analysis would demonstrate 
the applicability of this contention to the other terms. 

An adequate factual basis for 
conclusions concerning the reasonableness, for example, 
of a company's operations, could not altogether be reflected 
by an examination of presently existing methods and their use. 

And reais that largely to 
consider very briefly the possibility of conflict between 
some of these terms which have been interjected into this 
investigation, could there be a time when it would be 


unreasonable to be efficient? I think pemaps there can. 


I think perhaps there can. 
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Before I go further to this 
next, I went to touch upon this matter of necessity. - Pi 

If a market is expanding repidly 
end has been doing so ovex a long period of time an» exp end- 
iture for distribution fecilities would be a necessity to 
the Doe Company if the Doe Company wanted to keep pace with 
the expanding market and thus perform its public service 
by making available to an increasing uumber of the public 
the goods and services it markets. 

in considering necessity we 
must distinguish between a purely materialistic point of 
view end a conception of the broedest social consequerce, 
A materialistic approach might result in a determination 
that certain expenditures or facilities or jobs were 
unnecessary to perform a given service ascertained in 
advence, but a sociel approach might leac to the conclusion 
that any fecility in actual use is a necessary facility in 
our social order because any man must be endowad with the 
right to attempt to make a livelihood by the installation 
of facilities or, to put it enother way, by the use of tools 
"we sconsiders essential to himself for the purpose, If he 
cannot cortribute a fair measure of ability and of efficiency 
of operation, the compctitive system in due course will 


eliminete him. Furthermore risk may be essential to 


pro sress. 
As a matter of fact I think 


risk is essential to progress. in the petroleum industry 


at the present time there are three outstanding producing 
Oil fielcs where if risk had not been taken the oil would not 


today be flewing from existing wells. I refer to Souther 
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Louisiana, Lake Maricaiho, and the Bare- Concession in 
South America. 

In southern Louisiana the 

topography of the ground was such that it could hardly 

be entered upon, Water, marsh lanc, everywhere, and 
yet forward-looking men were willing to risk, went into 
that area, explored it from one end to *he other first 
and found thet there were structures thet might have oil, 
but they had no way at that time to do anything about it 
because the water was such that they had no existing tcels 
with which to operate, thay made them, They made the 
tools. Drilling barges were invented as a result of the 
necessity of going in there and in due course fine results 
were Obtained, fine results, but first the companies that 
went in there had to risk #10,000,000 before they got a 
cent of return. 

Lake Maricaito is the same sort 
of thine. Bown there you have this tremendous oil field 
right out in the middle of the lake and down in the Barco 

Concession they had to go so far as to fight a few of the 
wild Indians left in the world to meke any progress &t all. 
Risk is a necessity to progress. 

In the last analysis, possible 
factors for the proper answer of many of the questions 
involving the terms under discussion seem to be these; 

(1) The history of the industry's progress and particularly 
in the following respects: 
(a} The creation of a supply. 
(bo) The satisfaction of a demend, 


(c) conomic balance and unbalance. 
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The convenience of distribution, 

Technological development, 

The nature of the industry, its problems, their 
creation and solution, 


Cost,price ani earning performance. 


(2) Beonomic factors, including among others: 


(a) 


The effect of supply and demand and other 
economic factorc on price, 

The nature of the market and its relation to 
price activities. 

Compactness of the market, 

The effect of mass production, mass cistribution 
and mass demand on costsand price, 

The effect of technological development on costs 


and prices 


(3) The creation of social values, including: 


The opportunity to work end to compete. 

The satisfaction of wants as distinguished from 
bare needs, 

The improvement of living standarCs. 


When these essentials are teken 


into account it becomes far less difficult to measure the 


reasonablensss of conduct or of an operation, the adequacy 


or efficiency of a facility, the necessity for 4 facility 


or a job and finally the desirability of a change in the 


Social system by applying to each of these things and to 


every other question involving any of the terms in which 


we are interested, the question (1) whether or not out 


economy would be improved by the elimination of competition 


in private enterprise and the consequexrt eliminetion of 
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the pressures created thereby to make men perform, whether 
acting as individuals or in groups, in the best possible 
manner consistent with their obligations to those who invest 
their capital in the enterprise, to those who contribute 
their skill to the enterprise, to their customers and to the 
public at large and (2) whether competition has imperfections 
which in the public interest should be eliminated or cont rolled. 

We may start with the assumption 
that investors should have a profit sufficient to attract 
capital, that employees should be paid wages thet will enable 
them to live me wenny thet customers should get goods of 
improving quality at decreasing prices, and that the public 
at lerge should have goods made available to it in case 
any perso desires to acquire those goods and that the public 
should not be reqtired to subsidize the business enterprises. 

The enterprise might not ve 
perfect but would be reasonably efficient: its facilities 
would be adgquate but not exeessive. Its charges and 
earninge would be reasoneble, if it thus performed. 
Then too, all the facilities used in producing those results 
would be necessary unless the impact of competition effected 
their abandonment and elimination, 

To facilitate such a performance 
would be in the public interest; to obstruct it would be 


contrary to public interest. 


Mr, Chairman, how long Go you 


contemplate sitting this afternoon? 


THe CHAIRMAN: Until shortly after four o'clock, 


MR. RAY: TY think I can finish the first 


part of my discussion in about ten minutes and if that is 
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agreeable to you I would suggest that we rise at that point 
because I am going into an entirely different matter whi ch 
will require rather exhaustive treatment. 
TH CH&IRMAN: Well I think that will be 
satisfactory and we will start at 10 o'clock tomorrow 
morning, 
MR. RAY: The point I want to turn my 
attention to for a moment is “the histurical persreotive", 
The questions propounded require 
an examination of long-range performance for these additional 
reasons. These questions require, among other things: 
(1) A comparison of the performance of the present system 
with the performance under other systems heretofore tried, 
coupled with 
(2) & serious effort to determine what performance may be 
expected if changes are imposed by government, and whether 
and how the changed system will work improvements, if at all. 
It seems patently clear, also, 
that manegers of any enterprise, whether it be a governmental 
or business enterprise, would wish to avoid mistakes, and 
‘thet it would not desire to adopt some system previously 
tried, if thet system had been a miserable failure. The 
possibility always exists that some panacea suggested has 
been tried before and has failed. Only an historical study 
will reve&l the fact of failure and warn against another. 
Finelly, the lessons of 
experience are of lasting importance. Without a long-range 


view, we lose those lessons; we do not know what past 


factors influenced present conditions. 


In this connection, vitally 


important questions are these: Has the competitive system 
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of free enterprise worked -s wcll -s or better than 
other systems? If so, would we be wise to serap it for 
something else? If not, could it be improved? How can 
we answer these questions without examining the history of 
the system and comparing it with others thet heve been tried? 
ve are told that there is an 
area cf fundamentals where the discipline of government 
cannot be imposeg without failure. None of us wishes the 
absolute anarchy of unrestrained 1aheney and it is hoped 
none of us wishes the complete subjection of individual 
liberty to government discipline. The relationship of the 
individual to government is s balancing of liberty with 
discipline so that the individual can enjoy a measure of 
liberty and government exercise in certain fields a measure 
of restraint. 
Conditions, of course, may 
require the exercise of more governmental restraint and 
the enjoyment, consequently, of less individual liberty. 
When either liberty or restraint get out of bounds, 
dislocations and conscquent conflicts result. How are we 
to know what areas are proper for individual enterprise 
Without an examination of human experience? 
Not . long ago a professor, 
in deseribing the performance of the students he had taught 
over a period of some forty years made this statement: 
"Of all students, some attend classes regularly, and 
Tsome do not. Of those who attend regularly, some 
"pay attention, and some do not. Of those who 
"attend regularly and pay attention, some understand 
"end some do not. Of those who attend, pay attention, 
"and understand, some reach the stage of theoretical 
“eonvietions Those who attend, pay attention, understand, 


Tand@ betome theoretieally convinced, when they feel the 
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"impact of the a teirle realities of life, usually 
"change their minds.” 

and so it is that experience, 
in teaching whet it does, destroys preconceived notions 
and brings us down to a realization that the things that 
really matter are those that work best in practice, 

| Through experience, we 

acquire a knowledge of more and more facts, and as a 
consequence, have a better understanding of our practical 
problems, Improvement reselts from the Avoidance of 
past mistakes, Men of experience are less apt to "go 
off the deep end” than those men, without experience, 
who think that a purely thecretical nostrum will result 
in something better. 

Not Long ago, a business man 
of note in the United States had this to say and this 
gentleman from whom I am about to quote is now the President 
of the Equitable Life Assurance Society of the United States, 
Prior to thet time he has held public office; he also has 
been a teacher, former Dean of the School of Law of Columbia 
University and a Trustee of that University at present, and 
so I think he is perfectly qualified becayse of the variety 
of the points of view he has had to focus on particular 
problems, he is qualified to tell us, Il think, better than 
most anybody I know, precisely what our problem is. He 
mede this statement in addressing another investigating 
Body, the Temporary Netional Sconomic Committee of the 
Jnited States, whose function in respect to petroleum is 


identical with yours and this is what he said: 
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. The political scientists 


“have in recent years taken the emphasis off reason 


"and logic in their research and,following the pure 


"scientists, have emphasized observation anc analysis 


“of the facts. This has neither lessaned the diffice. 


"ultieS of the pectical administrators nor lightened 


“the responsibility of their academic friends. Many 


"men have been leaders in their academic days in 
"emphasizing the factual approach to the problems of 
*lew and political science and are today realizing 

tin important goverment positions the opportunity of 
“applying the results of thet approach. But the facts 
“a elusive and net easy to interpret. Moreover, 
"whibe pure science has demonstrated the advisability 
"of emphasizing observation of facts, experiment and 
"ection, there are still situations in which pure 


*science admits values to be derived from reason and 


"logic." 


( Go to Page 15,945) 
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If. this be true ‘al pure science, it is certainly more 
important in political and social science, which involves 

so much of the humar element. Principle, experience, reason 
and logic still have their place in defining an@ determining 
pelitical and social issues and cannot be wholly rejected by 
the advocates of the factual approach. 

admitting that the facts are 
essential, it is a difficult scientific task to locate, to 
identify and to organize them. ‘Je realize that it is not 
possible to assemble the facts of social and political 
development with the same degree of completeness and objec- 
tivity that the exact sciences have achieved, but the isolation 
of fact from opinion with logical rigor is not too meh to 
ask of men who take the leadership in defining our issues 
Or in offering formulas for their solution. Their predecessors 
were the guides of practical men, when fundamental principle 
ard pure logic were accepted as providing the solution of ow 
problems, am now when the facts are emphasized, we have 
need of more, not less, of contribution from scientific 
research. 

The American way of living md 
working runs through the whole problem of the relationship of 
government to the individual and to his business interests 
whether conducted individually or under the corporate form 
of organization. 

As we contemplate the task that 
lies ahead, we must emphasize the importance of historical 
fact and sequence, as related to the framework of publie 
Poriey, 7 OF ere, as«il then antenses affecting the 


development of law and economic policy, the Committee confronts 
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the task of relating the acts of public authority to the 


interest of the individual, the group and the whole community 


in a way that will reconcile contemporary interests arm 
objectives, with long-time interests and objectives. 

The difference between men's 
interpretation of the past and present and their aspirations 
for the future is conditioned by the times. There are times 
cf great tension in world affairs, in national and local 
affairs; and there are times of relaxed and serene outlook. 
It is probably true that periods of apprehensive challenge 
alternate, in some obscure fashion, with periods of confident 
cooperation. Those whose mefories review the first third 
of this century are all too aware cf these transitions - from 
the ill-disciplined assurance and high pressure of the first 
decade through the bewilderment, fatalism and idealistie 
hope of the second, into the strange mixture of arrogance and 
relaxation of the third, and then, the hopelessness and 
disillusionment of the fourth. Is it any wonder that we 
should be travelling orce again and at an accelerated pace 
some erratic and baffling cycle into a zone of high tension, 
nervous challenge and disturbing doubts? What institutional 
Systems could ever have been contrived by mankind that wold 
have stood wholly unshaken through all of the stages of this 
ceaseless reordering? 

It is in these periods of high 
tension that men differ most sharply in their notions of their 
interests and the safeguards thrown around them by law and 
government. It is in these periods, too, that zeal to cornect 
such notions and to redefine rights is most likely to involve 
lack of patience and of cooperation. And yet, patience and 


cooperation will be the outstanding features of inquiry, 
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if a lasting contribution to "The american Ideal of Livingt 
is to result. Ocoperation is possible only whcn rational 
processes are at work, and rational processes will operate 
only when we trust cach other. Such cooperation and 
mutual trust imply a composure, such as that uf men who do 
not flinch in the face of formidable danger, and such courage 
is a rational process which never can be found in combination 
with the desire to destroy for the sake cf destruction. 
The calm insulation of the judicial mind is something at 
which fun is sometimes poked by the irreverer.t; yet that 
serene freedom from ephemaral and irrelevant considerations 
and pressures has been the finest fruit of mankind's most % 
enduring ages, whether in the guise of the edict of a 
praetor, the treatise of a medieval canonist, the opinion 
of a chancellor; or the earnest effort of our contemporary 
jurist (beset with diffiaulties at least as great as any 
that confronted his predecessors) to isolate fact from 
opinions” 
and, if I may paraphrase the 
same speaker, permit me to szy that upon the shoulders of the 
members of this Gommission has been placed a great responsibility, 
that of analyzing the principal factors that affect the 
distribution of the goods that men produce and the services 
which they exchange. This task has been entrusted to you at 
a time when men's feelings are tense and their conception of the 
world around them disturbed with the imagery of fear. "Great 
tasks evoke great qualities - or produce great tragedies. 
The courage to evolve and to sustain with unremitting vigor 
and restraint the procedure which will isolate facts and 


elucidate their relation must animate those who guide this 
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inquest if it is not t- be a strange and passing incident." 
You are men capable of comprehending that the exploration ani 
definition of public policy is a precess of rational and 
patient analysis without ever losing contact with the 
historical framework of factual and objective reality. 

If, in the serformance of your 
task, you pronounce a way to lastingly improve the economy, 
all the better. On the other hend, if its sensitvie machinery 
is thrown out of gear by the adoption of some unworkable 
suggestion, tragedy may follow. Mey wii ol Cererence:, 
suggest caution. 

Al] will applaud improvement; 
none will cheer destruction. 

That completes my introduction 
and I should like to go into the facts to-morrow morning. 


TH: CHAIRMAN: Then we will adjourn. 


(The Hearing was here adjourned to be resumed at 10:90 a. M. 


6th December, 1939.) 
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TH CHAT RMAN: Mr. Hey. 

Mine Bax Yesterday in steting the 
questions which I thought we were confronted with I 
proposed this question, ware there eny physical, legal 
end economic factors peculiar to the vetrolLeum intustry 
and if so, what is the significance of those factors. 

There are several fectors 
thet are very unique in this industry and they are divided 
into three categories, first, the physical fecters, second, 
mens legel fTectors and third, the economic fectors and then 
we mist by a combinetion of those three try to evalute the 
results that they impuse. 

IT shall deel first with the 
physie@al facts. The chemicel composition of oil and natural 
pee di fers ereatly in different producing fields, 

Forst, the principal bute mot 
the sole chemicsl constituents of all cil and gas are 
hydrogen and carbon, but there ere an unknown number of 
hydrocerbons ranging ell the way from light gases to heavy 


viscous oils. 
Second, one crude petroleum may 
contain a grest number of hydrocarbons; another crude may 


contain a great number elso, but the two groups of hydrocarbons 


in the respective crudes seldom ev3r ere the seme. 


Third , one crude may contain 
a high percentage of sulphur or other substence, snother 
relatively none. 

Fourth, beceuse of differences 


in chemical composition there are physicel differences: One 


crude mey be Light «nd fleid, another. yery heavy and viscous, 
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While others occupy positions as to viscosity and specific 
grevity ranging between the two extremes, 

Cil end gas occur at verious 
depths below the surfece of the earth within sedimentary rocks 
preducing @ compliceted system of physical reletionships 
that result from the following fects: 

a. Gas is slightly soluble in water end highly 
SPOOLS fh) OA} 

b. Pressure immensely increases the solubility of 
Sen in oil, 

Oe otk is trectically insoluble in water, 

d, Commercial oil accumulations ar3 almost always 
undér pressure. 

These relationships. vary 
somewhat with differences in tempereture and pressure and 
the character of the oil. 

&£n untapped oil pool has, 
therefore, certain characteristics, 

Hirst. The obb-end, 26s exist 
in the pores of the rock under poressure which is uniform 
as fer as the single sand in any pool is concerned, The 
pressure is hydrostatic in type end with few exceptions 
is roughly equal to the weight of a column of weter the 
height of which is equel to the depth of the pool. 

Second: ‘This preestt renLe 
ceused either by the weter pressing up against the oil, 


er possibly partly from the pressure of the overlying 


Poeksen,..the oil. 


Third: The availeble energy 


caused by this pressure is stored in the pool in gas 


compressed and dissolved in the oil up to the seturation 
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point. If there is excess Rae, 14 erat aoc ebove the oil. 

Fourth: The pressure under the 
Oil and gas existing in an underground reservoir increases 
with the depth of the deposit beneath the surface. 

Hitth ¢ The processes which 
have formed such deposits have teken place over en almost 
infinitely long time - millions of yeers. 

; for ‘the accumuletion of oil 
end ges in commercial deposits several conditions must 
coexist. 

First: There must be a porous 
stratume of rock, usuelly sandstone or limestone, in which 
foo Ol end water collect in the order of their specific 
erevities. 

second: Such stratum must be 
TOLGed; otherwise oil or gas could not be produced in 
commercielly paying quentities. 

Third: The corous stratum must 
be capped or overlaid with rock stratum prectically 
impervious to oil and ges. 

As a consequence, oil and gas 
are trapped or confined in the interstices of the rock 
stratum - they sre not found in underground lakes, streams 
or vonds - and in consequence cannot end do not migrate 
unless and until induced to do so by artificial means. 

The same physical fects which 
esteblish thet oil and ges as they exist in the earth in 
the naturel state are unable to migrate, establish conclus-~ 


ively thet as soon as wells ere Arilled threugh the impervious 


cep rock into the porous oil end gas strete, thus reducing 
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the pressure at thet point and previding an escepe, the 

oil and gas in the surrounding berritery do begin to move 
toward the opening. ity Le Any -esateblished) fect thet G1 lL and 
gas wells do drain the surrounding territ omy. Tis 2s 
because: 

First: When a virgin field 
is tapped by the drill, the belance of the forces between 
the water, oil and gas is disturbed. 

Second: The pressure in the well 
ho le is less than in the reservoir so that the oil starts 
to flew to the well, thst is, from areas of high pressure 
to areas of lower pressure, the amount of this change in 
pressure depending on the original pressure and the friction 
QO: the fiuid,in, the reservoir rock, 

Lairdd cin @Qavarein tee bie tiie 
gas is in solution in the oil, the amount dissolved being 
approximately proportionel to the pressure on the oil-gas 
mixtures, This solution of gas and oil greatly ‘aoeseo ss 
ine finidity of the cil, decreases its specific gravity 
and acts as storage for the pressure enerey of the field, 
just es the gss in soda water stores the energy exerted in 
forcing it into the water. 

Fourth: In the case of flowing 
wells, the netural energy of the reservoir raises the oil 
to the surface, the weight of the column of oil in the well 
Leine balanced against the reservoir pressure. The weight 
of this oil is affected by the ges bubbles that appear in 


suspension; thet is, the column or gas-saturated oil rises 


to the surface. 
Fifth: As a result of the 


lowered pressure, the oil gives up a portion of the natural 
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gas in solution in the oil, /just as gas bubbles escape 

from the water of a soda bottle when the cap is removed, 

and this expansion of the gas in solution together with 

the expansion of both the free ges on the top of the structure 
and the water pressing egainst the sides of the structure 
perve TO0drivye the oil through the rocks to the wells, 

In brief, the physicel factors 
causing confinement and trapping in the untapped structure 
produce ea movement for escape when the impervious cap rock 
is pierced. 

The repid dissipation of gas 
has several effects: 

First: It increases the viscosity 
Grethne O11 Dy taking ges out.of solution end causes, frictional 
resistence, it slows the. flow of oil from the reservoir. to 
the well. 

Second: It may ceuce the formation 
ef ec, bubbles in the pores of the reservoir rocks, and stop 
the flow of oil through such peres. 

Third: It inereases the weight 


of the oil column in the well end shortens the flowing life 


of the well. 
Although pressure mey be restored 
by artificial means, neither the oil, gas nor netural reservoir 


pressure existing in a pool in its netural state hes ever 


been renewed or increased to any meterial extent by neture 


alone, once they heve been depleted. 


The following physicel fectors, 


therefore, ere shered in common by all known oil producing 


fields: 
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Pi reh The occurrence of all 
known underground accumulstions of oil ana ges is determined 
by the existence of some type of tilted porous rock capped 

at its crest by a layer of impervious rock which forms a 
barrier against which ges, oil and water can accumulate 
under pressure. 
second? "Prior to the wine 

production commences, the ges, oil and water and the gas 
dissolved in the oil exist in the common underground 
accumulation in a stete of static equilibrium, arranged at 
levels in the order of their specific gravities, and are 
Confined under wniform pressure throughout the particular 
reservoir. 

| Third: Whe reduction of) tie 
natural pressure in the oil reservoir immediately adjacent 
Po she well bore is the controlling factor in all oil 
production and this reduction in pressure disturbs the 
Squilibrium of the fluids originally et rest in the 
reservoir so as tc ceuse an actual migration of gas, oil 
or water through the pore spaces of the rocks toward the 
points of lowered pressure at the wells. Even in the case 
of pumping wells, efter many years of pirduction have depleted 
the original pressures of the structure, oil is not so much 
"sucked from the reservoir as it is permitted to "move into” 
the wells by lightening the weight of the column ef oil in 
the well ovressing down on the oil sand. 

Fourth: The energy which serves 

to move oil and ges to the producing wells through the 
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reservoir rocks - commonly termed “reservoir ererey is 
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stored in the fluids contained in the reservoir, including 
eine gas dissolved in the oil, and becomes availeble to 
produce the oil by the relesse of the compression of the 


‘fluids me the structure. 


(Go to, Page 155956) 
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Sth, Both the total 
reservoir energy and the total volume of vil and gas 
confined within any oil pool are definitely limited in 
amount and are not materially increased by usual natural 
processes during the producing life of the field. 

6th, Throughout the 
entire course of oil and gas production, neither the 
mo ements of cil and gas in the reservoir nor the depletion 
ef the reservoir energy can be confined within that part 
of the reservoir bounded by the surface property Lines of 
any particular parcel or parcals of producing property. 

The drainage cf oil and gas and the depletion of reservcir 
energy by the production of wells drilled on any particular 
parcel or parcels of land overlying the vommon reservoir 
directly affects the total amount of oil and gas and 

the totel amount of reservoir energy available for the 
producticn of oil from wells drilled on adjacent 


properties. 


Now those facts were 
not known and they were not taken into account when the 
law pertaining to cil and gas was first announced. 

The early decisions to the effect that oil and gas, 
because ‘of their fugitive nature are supposed to percolate 
restlessly about under the surface vf the earth even 

as the birds fly from field to field and the beasts 

roam from forest to forest" and that petroleum "in its 
normal state is of a fugacious nature, restlessly 

and ceaselessly moving ebout in the bowels of the earth 

in response to the natural forces and the influences 


which have never been fathomed ur mastered by human 
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Science", wore based upon either ignoranes or misunder- 
Standing of the true physical facts. 

Another of the legal 
factors is that although the logal statements of the 
results differ somewhat in different jurisdictions, 
the courts have everywhere held that an individual 
producer may take and keep all the oil and gas which 
he can induce to migrate into his wells, regardless of 
Whether such drainage damages or depletes the land oar 
the wells cf neighbouring operators. Such neighbouring 
Eroducers can attempt to protect themselves against 
Such drainage only by drilling and producing at a 
comparable rate in hope of setting up counteracting 
drainage. 
| The third legal factor 
is because of the hazardous and speculative character 
of drilling for and producing oil, oil producing 
properties are almost universally acquired under lease, 
Whereby a producer sequires cnly the right to drill and 
produce in return for an agreement to pay the landowner 
a royalty, if, as and when oil is discovered and 
produced from beneath the leased property 

4th, These leases either 
expressly or by implication eentain covenants 
requiring the lessee: 

(a) To protect the leased property against 
drainage by drilling and producing offset 
wells the moment any nearby operator 
makes a discovery in any part of the 
structure under lease,and 

iy’ To "ai ligently develop" the leased 
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We find a covmant of 
that kind even in leases on the public domain, I think 
both in Canada and certainly in the United States. 

The Oth is, the first 
of these covenants requires offsetting and the sesond 
af ten requires drilling, whether or not drilling be 
economically feasible or wise. 

At this point I do 
not want to discuss the technique of oil production. 

I am coming to that in qa fev moments. But I should like 
to have you consider this question: In view of the fact 
that the industry had to produce oil throughout the entire 
period of its history down to the time when conservation 
and proration statutes were onacted, under rules of law 
that imposed upon them these obligations, first to go out 
and capture if they could, and secondly, to protect 

the collateral rights of surface owners by more instead 
of less production whether or not it vas required. Now 

I do not know what the techniques of production would 
have been in the oil industry in the production field 
particularly if these had not been the rules under which 
tne industry had to work. ye can only speculate about 
that. ‘Je know positively that there would have been 
difference. 

New we will turn to 
‘the economic factors. Two principles form ths basis,for 
Suggested remecies Zor economic dislocations Sometimes produced 
as a result of cxisting law herctoforc discussed and for the 
eonscrv: tien of crude petro.cum: 

(1) fo sdérve the uscs of mnkind, oil snd g°s must be 
cxtrcoetcd from the oc rth, cnd 


(2) The production cnd utilig« tion should not be westcful. 
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The fractional 
ownership of the surface of a geographical reservoir cf 
Oil and gas when combined with the leasing system and 
the law of capture sometimes creates too intensive 
competition in drilling and production. 

First, the location 
of the wells has necessarily been determined by surface 
property lines regardless of subsurfaoc contours or the 
demands of the market. 

second, the breaking 
in of a discovery well in any new field sometimes 
precipitates an intensive drilling campaign throughout 
the field and this in turn has led to serious over- 
production, and 

Third, “in no other 
industry does property law thus conspire to force 
competition regardless of the market outlet for the 
preduct and of the total ultimate recovery from the 
gources of supply. 

Another economic 
factor is the nature of crude oil sosts. The total 
Gost of producing oil is lergely a fixed or overhead 
Charge Which runs with the clock rather than with the 
number of units or barrels produced ‘at any particular 
moment. 

(a) These charges remain practically constant 
despite temporary changes in the number of 
barrels or units of product produced. 

(b) ‘The resulting preponderance of fixed charges 
4n the cost of producing oil makes it necessary 
for oil producers generally to produce and sell 


currently ea sufficient number of barrels which 
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when multiplied by the price per barrel will 
yield snough dollars to meet fixed Ghargese 
shen viewed from short 
range it is economically advantageous for an individual 
operator to produce his wells at a faster rate than his 
neighbours drawing from the same underground pool of 
wells because 
(a) He can thereby increase the totel amount of 
OlL, Wnlen he} as en individual, Ls aphe to 
drain from‘the common pool at the expense of 
his neighbours, whose ultimate recovery is 
thereby decreased; 
(b) He can decrease his cost of pruduction per 
barrel by both increasing his total volume 
and by taking a disproportionate share of 
the Limited reservoir energy of the poole 
Hystury should also 
have something to do with the general picture. Crude 
vil is commonly gathered in the field and sold under the 
lease pursuant to contracts of pipe line "connections" 
between the producer and the refining company. The 
contracts wor "connections" require the refiner to take 
currently all the production of the lease. Few, if any, 
of the thousands of producing leases scattered throughout 
many of the oil fields are equipped with storage 
facilities sufficient to accommodate their current 
production for any but an exceedingly short period of 
time, amounting to a mere matter of days. These 
economic factors, when superimposed upon the migretory 
character of the mineral in the ground and the nature 
of the surface leases which govern the right to produce 


it, lead to the following results: 
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First, so long as 
any single operator drawing from a common pool produces 
his wells at a rapid rate all operetors drawing from 
Such pool must do likewise and sell the resulting 
production as fast as it is produced. 

Secondly, Refiners 
with contracts or connections to purchase all the 
production from the particular leases in the field 
upon which they are dependent for their raw material 
must continue to purchase the daily production of 
these leases or t3rminate their connections with the 
producers. Taey eannot terminate these connections 
if they expect to continue as refiners for the producer 
would necessarily have to connect with some other 
refiner in order to prevent the forfeiturs of his lease 
and the shutting down of his wells. 

Now, of course, refiners 
do shut down. tie know they dowz They do it because they 
have reached a stage of exhaustion. ‘When they do they do 
sacrifice their connections end when they want to again 
open up they have got to go out and find new produetion 
unless they have production of their own. 

Third, the smaller 
refiners whose storage facilities are almost, if not 
quite, as limited as thoso of the individual producers, 
mast sel] almost yaa Ripe the products refined from 
the ¢rude which they are obliged to produce and purchase 


in order to make room for still more crude eternally 


pressing at their backs. 
The production of oil 


4s not always initially responsive to the normal opere tion 


cog 

. ot 
— 

ba 

’ 


re. 
. 
av 


oe > 
4 Rca = 


EP BS 
ee Oe . 
ar, 
=e rk ae e 
Sie - Ks 
* =o Be es 
% r a3 
‘ 
) i 
, aut 


a 


. 
- 
’ 
< 


¢ 
Say 
r ) 
hy 
fed =- 
bi . 
ef  f i 
; $s } 
se — 
= es 3 - 
if Se, : 
- ¥ ’ 
$- 2 
Be i = " 


a 


i 


T-1 
7 


Goorge ‘i. Ray. 
=15,962- 


of the law of suprly and comand. Despite faliing prices 
for oil and its refined products no irdividual producer 
orf group of producers is able to reduce production unless 
all the many individuals holding a producing right in tho 
wells arawing from a particular pool do likewise, because 
first the rule of capture when applied to the Limited and 
migratory character of both oil and the reservoir energy 
necessary to produce it, ecmpels a producer arawing from 
a@ common underground source to produce at least as fast 
as his neighbours. To the individual oil producer it 

is Literally a guestion of now or never without regard 

to price. 

Second, even if an 
individual producer might elect to run the risk of 
drainage of oil and energy from beneath his property 
by others, the covenants of his lease, sxpressed and 
implied, make it impossible for him to reduce his 
production »elov that of his neighbours without subjecting 
his lease to the dangers of forfeiture and himself to 
heavy damages. 

Third, The economic 
advantages accruing to the individual operator who is 
able to produce at a more rapid rate then his neighbours 
always leads some individual to attempt to reap this 
initial advantage against which neighbouring operators 
Can only protect themselves by increasing their production 


regardless of the demand for their ofl and the price t9 


be receivede 
Fourth, The Low cost 


of oil production from new flush pools constitutes 


an irresistible temptation to offer the oil at lower 
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prices than might reasonably be expected by holding 
off and the competition fron stint flush pools plunges 
the entire industry into a deluge of production without 
regard to market demand and at the expense of the wells 
of settled production. 
(1) If wells of settled production - "stripper 
| wells" ~- are not to be abandoned, the price 
of crude must be at. a sufficiently high level 
fo permit of the economic operation of such 
wells. Lov cost production and consequent 
low prices cannot be an inveriable rule in 
the producing of oil and gas because aban- 
donment of a high cost stripper production 
would ultimately result in. serious under- 
ground waste as well as in ultimate too-high 


prices for flush production. 


(Go to Page 15,904-} 
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Fifth: The preponderance of 
overhesd or fixed cherges in the cost of producing “oti, 
makes it necessary for. oil producers generally to produce 
and sell more rather then less oil in order to obtain 
sufficient income to meet their fixed charges and protect 
their investment. 

Now what is the effect of the 
declining product prices upon the rate of crude oil 
production? 

The immediete effect of 
declining prices for petroleum products, particulerly 
gasoline, is often, although not always, to cause the 
production of more, not less, oil because 

First: When crude is produced 
in excess of consumptive requirements, the resulting drop in 
preduct prices, particularly gasoline prices, from the 
dumping of distressed crude and its products by producers 
and refiners who cannot absorb the excess into storage, 
creates a lack of varity between the price paid for purchese 
crude and the income which cen b= realized by the refinery 
in selling the products refinec from the purchased crude. 


This forces refiners to attempt to draw at an even faster 


rate from their own producing wells. 


Second: Refiners can generally 


produce crude from their own wells at a “cash" cost of less 


then the cesh cost of purchesing crude, The producers who 


are not refiners, however, must step up their production 
to meet the increased production by refiners drawing from 


their own wells end whose wells inveriaebly offset thew ells 
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of these producers who have no direct refining omble ts. 
Thus it is that decreasing profit prices induced initially 
by crude oil over production ere met with increesing 

emade Ol l-overproduction,. 

Now whet is the significence 
of these unique féctors? 

Crudes produced in different 
fields and in fect within the seme fisld are so different 
as to chemicel content end physicel cheracteristics tha 
eech pressnts its peculier problems in respect to trans- 
Pervetvon end refining. For exemple, a light crude 
will move more ranidly through e@ pipe line then a heavy 
Crude « It is necessery in some instances to mix heavy 
ecrudes witn duluents to move them with dispstch at all. 
Gasoline is sometimes used for this purpose , the gssoline 
added being teéken out egein upon refining. 

Refining is a combined nhysicel 
and chemicel operetion. Grudss eontcining large emounis 
of voletile hydrocerbons require different treatment then 
ecrudss containing lesser amounts. 

These differences must be teken 


into account when determining the efficiency of 4a pipe 


line or s refinery. 


when there is es lerge potential 
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er whicl re in production must 
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recviy) = uncontrollable because the rules of property 
under which competition is conducted force rather than 
curtail production. 

When this occurs, too rapid 
production will effect: 

First: » Both underground end 
economic waste, end usually will involve physical waste. 

second: Consequent depression 

rether than enhencement , of vrices for crude and the 

products thereof, which accelerates further overproduction 
and further depression of prices. 

third: Unprofitable operations 
and consequent economic dislocations on a wide front - so 
wide thet the dislocations are produced fer beyond the 
immediate territory in which the overproduction is, in 
fact, ‘taking place. 

Waste results in immediste too- 
low prices ,unreasonebly low prices, involving in addition 
to the disadvantages above set forth, ultimete higher prices 
end consequent contrection of use arising from the accelerated 
exhaustion of crude petroleum. 

First. The immediate low prices, 
therefore, while apparently adventageous to consumers, are, 


in fect, disadvantageous in the long run. 


THE CHATRMAN: Mr... Rey y, dO you) Later .on,. peters 


you get too far away from the subject you heve been discussing 
of the mle , of the lew of cepture, do you leter on make any 


suggestions as to how you would mitigete the evils of the 


Tale ot capture? 
MR. RAY: 
TH: CHAIRMAN: 
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MR. RAY: Tate, 
TH CHAIRMAN : You also consider, I Suppo se, 


es to whether or not it is an evil flowing from a rule of 

ew ernaron the *neture of the Oi) and gest 

bs » RAY? well I would say all three. 

Not only, ltr, Chairmen, from the mistaken rules of law, 

but also the neture and elso the peculiar economic fector 
thet when they are all added up together, come to one thing, 
thet in this industry because of these three elements you do 
Rou Meve price es ae regulator of -supply and demand or’ i would 
NOY put it ebsolutely, I would put it relatively, you do not 
have it as certeinly end ss effectively a regulator of supply 
and demend. 

THE CHAIRMAN: If I am apprecieting what you are 
Poinvrne ouyi today is, shet it is that the rule of capture 
‘which is at least in some messure predicated upon the permeab- 
ility of the petroleum products, has led to overproduction; 

in the neture of things there hes been an unnecessary, whoily 
unnecessery investment of cepital to provide off-setting 
wells to serve a market which is alreedy more than supplied 
and so I teke it thet hes led to refineries, a greater number 
being built then necessary and 4 greeter refining to take 


cere of the overproduction of the crude and then this has 


ae ae oe . 
Mea vto the overproduction, if one may use the word “production"™ 
the overproduction of merketing agencies and so on until the 


whole thing is somewhat uneconomic. 


MR. RAY: well, I am not quite sure that 


it goes thet far. 
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THs CHAIRMAN: Well perhaps not. 
MR. RAY: [em not sure 1% goes thet fear. 
Tao GHATRMAN: « - well at any rate, having deelt 


with these things you point to, I mean neving brought them to 
our notice and we have been giving them some thought before 
now, are you going to, in the course of your brief, and 12% 
you are I do not went you to pause now, - deal with whet you 


Pree yeesnould be done ebout it. 


MR. RAY: i em, Mey Chairmen. 
iat COAT RMAN ¢ Very good. 
My. RAY: Lom, loperen Mire ier fiai.. 


the remedies tor the correction 
of these unusuél economic consequences do mt lie in a 
Curtellment of competition. Curteilment of competition 
Maeht, end provebly would effect undeserved gain in one 
direction end undeserved loss in others. the approprisete 
approsch lies in the esteblishment of rules cf competition 
kesed upon knowledge and fect insteed of upon fiction erd 
surmise, In this way comnpetiticn, together with all its 
benefits, cen b2 preserved, while all having en interest 
in the underground deposit of oil or gés shere proportionately 
when it is lifted ebove ground. Of course, the rules must 
be such thet all heving 6 shere in the underground deposit 


must beer the risks es well és shere in the evells of 


voroduction. 
Now that is en abstraction 
thet I shell leter fYeduce to a bill of particulers. 
T would like to direct your 


attention for c few moments to the growth of the Industry 


and its significence.e 
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L 6m doing. da this way, 
Mr. Chairman, because ft think thet our process is one 
of adding up all of the various factors to get a sum total 
enc then trying to find out whet we must do, end this 
business of growth is, in my estimation, a very important 
vhase of this whole thine. 
THi CHALRMAN: Probebly the most remarkable 
Cevelopment in the industriel life of the world in any 
given thirty years. 
MR. RAY: fat te veape la Seem ahead gra 

The growth of the petroleum 
industry has been phenomenel, particularly sinee the turn 
of the twentieth centruy. 

In the last part of the nine- 
teenth century, the principel function of the petroleum 
industry was to supply kerosene for the Lighting of lamps 
and to some extent, for the fueling of stoves. Lt hos: 
course, did supply some of the lub®+cants then required, 
but relatively it was a small and insignificant affair. 

I just learned the other day 
that the principal function of lubricants in that ancient 
day was to adulterate fish oil. As they used it they 
discovered that the edulterated process was really an 
improvement and thet they hed something better for certain 


purposes. A rather amusing development. 


THs CHAIRMAN: Now is thet the oil thet they 


extracted from the Scotch sheles or ere you going beck to 


the Great Well? 


MR. RAY: No, it was down along towards 


the end cf the nineteenth century, considerably later than 
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this Scotch Shales development end considerably leter than 
the Great sll development. tf course, the Great Well's 
oil wes used rather for the cure of a thousand and one ills 
of the human system, snake cil and things like that. 

Today petroleum and its 
derivatives are used on all sides and for many purposes, 
Approximately two billion barrels of petroleum products 
are consumed ennually by world industries, transports, 
farms anid homes. Gasoline, currently the product of 
largest utilization, fuels in excess of forty million motor 
vehicles as well as airplanes, tractors, stetionary engines 
end other power plants. Second only to gasoline in volume 
of consumption is fuel oil, the source cf power and heat. 
Cther major products include lubricants, utilized whenever 
and wherever machinery operates, kerosene, the illuminant for 
Millions of homes, and a long list of other petroleum 
derivatives. 

The growth of the industry has 
been more repid and the importance to the people greater in 
the United States and canade than elsewhere in the world. 

The United States has not been 
and is not now dependent upon any other country for the 
supply of its petroleum products, while the Dominion of 
Canaca has occupied and now occupies a different role. 

In spite of the fect that within its boundaries the raw 
material is not produced as extensively es in the United 
States, the Dominion hac never suffered for want of petroleum 


progucts, having acquired as and when needed all the rew 


material as well as refined products thet it could use. 


Most of tuese were imported from the United States. 
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The per capita consumption 
of petroleum products is greatestin the United States, 
while Canada is a close second. 
TH= CHAIRMAN: Mr. Ray, just there, you do 
not mind me interrupting you? 
MR. RAY: | Not at all, not at ali, 
TH? CHAIRMAN: \ The United States,we are told, 
caused a tariff to be, at leest the operators in the United 
States got the Government to put on a tariff against 
Yenezuelan oil» We possibly should know but do you happer 
to know whether cr not Canada did too, I mean you are speaking 
of Canada having obteinec so much oil from the United States, 
which is perfectly true and we have been told that the United 
States head to set up e tariff, I think at the behest of the 
Mid-Continent eperators. 
MR. RAY: That is true. 


TH CHAIRMAN: To keep Venezuelan Oil out of 


oa 


the United Stetes. 
Mes RAY: That Ls" Erie. 


THe CH ATRMAN: If we did not also put a tariff 


eae aed 


On against Venezuelan oil one would think that we would he 


getting thet oil more cheaply from the Venezuelan fields 
than from the United Stetes and I have not heard of tha 


being done enc I wondered if you eculd enlighten me? 


MR. RAY: well LI do not know thet 1% hes 


Peentcenc, 1 do not bélieve --- 


THs CHAT RMAN: You follow me, do yeu not, if 


it was necessary to keep it out of the Jnited States so that 
$t would not undersell the United States, you would think 


. ; » WT 5 +19 
the Cenadians would de grabbing Venezuelan $11% 
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MR. RAY: No, I em not sure that it was 
based on the ebility to undersell, It was e plain erection 
of se fencer, We have enough oil in the Unitea States. We 
would like to use our oil in the United States. averybody 
did not agree to that but there were some Mid-Continent 
Operators who believed thet thet fence should be erected. 
There were times when there was a strong movement in the 
United Stetes toward a limitation of imports under the 


euthrity given to the President under the National Recovery 


Act. 

TH CHAT RMAN: It was not just a matter of price? 
MR. RAY: I do not believe that price was 
nearly as important as the psychology. I do not know 


whether you would get crude oil cheeper in Canada if you 
imported it from Venezuela. I imagine that a lot of your 
erude dves come from Venezuela. 

MR. FRAWLEY: Yes, the Halifax Refinery brings 
Pechet, end £ do not think there is eny more bought of that 


than of the Americen crude. 


MR. RAY: The figures I em going to show 

you in a moment, I de not know just what the source of the 
supply was but as I recell it 38 billion. barrels of Grude 

were imported in 1938 and of that 28 billioncame from the Unit- 


éd States, is that about right, I think thet is about bight, 


In the early part of this 


century there were scarcely any automobiles, either 


passenger or commercial, in either the United States or 


Canada. In rapid steps the number increased, until in 


1937 Canada had a total of approximetely a million and a 


helf vehicles and the Unitec States approximately thirty 
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militoOn vehicles - in the United States a pessenger car 
for each five members of the population and in Canada a 
passenger car for each nine oersons, 

In Alberta, eutomobile and 
motor truck registrations have -followed the same general 
trend. Today in the Province there is the equivalent of 
a passenger automobile for eech eight members of the 
pe pulation, 

To sum this all up , you would 
come to the conclusion that in a generation the North 
American Continent has literally gone or wheels. 

The rapidity of the growth 
in demand has imposed upon the petroleum industry the 
huge task of finding end producing oil and manufacturing 
the refined products necessary to meet that demand and of 
training the needed personnel. The industry hes accepted 
that task and has performed it with constantly increasing 
Sill. 

The Texas Canada has kept pace 
with this growth. Tt has increased its market position 
in gasoline sales from 3% in 1929 to 6.17% in 1937. 

| There accompanied the rapid end 
extensive growth of the petroleum industry in North America: 

First: The establishment and 


continued maintenance of intensive competition emong the 


various units in the industry. 


Second: A technological develop- 


ment meking possible improvements in (a) exploration for 


era tocnctien of oil, (b) the refining of petroleum, 


(c) transportetion fcr petroleum and its products, and 
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(d) the marketing and distribution of petroleum and its 
products, | 

third: A development of mass 
production, and mass distribution to meet mess demand. 

Fourth: The ereation or a new 
and valusble source of government revenue. 

Fifth: The establishment of a 
merket which by the composition of its buyers hes created 
a pressure on prices, particularly the prices of gesoline, 
to keep them at the lowest possible levels consistent with 
moderete profitableness. 

Sixth: The furnishing to the 
Dominion of Caneda and its Provinces of petroleum and the 
products thereof to make the Dominion of Ganeda the second 
largest per capita consuner of petroleum products in the 
world, in spite of the fact that the Dominion in order to 
thus rank has had to import the bulk of the crude petroleum 
used by it and substantial quantities of petroleum derivestives, 

Then I should like to turn my 
attention first to this question of competition. 

The development of low priced 
automobiles and the cmsequent increase in demand for 
petroleum and its products crested in turn opportunities 
for more and more people to enter the business of producing, 
refining, transporting and distributing petroleum anc its 
products. Large and increasing numbers of people engeged 
in eech brench of the industry es the years passed. 


Competition, as a result, became more anc more intensive, 


being more pronounced, neturally, in the more populous 


4 a 
centers where the demand for petroleum products and, 
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particularly gasoline, was more pronounceé. 

It has been scid that “All 
e2Oue the oil front thers is Over=-competition - a compstition 
which operstes in a free, open und netionel market. Yet 
this unpetterned competition still wants shaping to the 
darger necessities of the cil industry." 

And in a moment I am going to 
direct my ettention to the words “unpatterned competition®, 

The £ttorney for the Commission 
cendidly admitted that there existed in Alberta intensive 
Sud, unrestricted competition. 

It would seem that there is 
no further necessity for dwelling upon the constant presence 
PoC euiyive Torees in tne industry. We shull, therefore, 
bare Our attention to some of the significent facts of 
competition. 

The mechanicel operation of 
competition is so simple thet it is often lost to view. 

Competition in the lest analysis 
jee contlict among various competiters for advahitess, and, 
in consequence, for vbusiness and for profit. 

As one competitor reaches an 


edvantageous position, a competitive pressure is established 


which requires other competitors to equalize the e@ 
by better verformence or to ectually acquire the 
position by still better performance. The continuous loser 
is he who does not respond to the pressure. 


Pressure of competition, inducing 


constently better performance, is perhaps the chief virtue 


of competition. 
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Competitive advantage fluctuates. 
It does not reside with any organization OVS LOUD, Samay 
because that organizatien or group is large. Niether does 
it reside with any orgenization or group becuase the group 
Seeuio Uunlus COMpOSing it are small. There are times when 
the advantsge is with the lerge and there are times when 
the advantage is with the smell. 

But competition is such thet a 
erouping of the competing units is not possible if one is to 
properly understand its functions and performance. 

The proper approach is through 


examination of esch seperate and distinct competitor. 
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As a matter of fact, 
a single competitor in a single day will lose business 
to a jarger competitor and to a smaller competitor. 
Likewise, a single competitor cn the same day will 
acquire business from a larger competitor and froma 
smaller competitor. 

I was talking to 
che of the gxecutives of one of the large oil companies 
in the United States not long ago and I asked him to 
describe to me precisely hcw this competition in the 
vetroleum industry works. He said "Did you ever go 
duck shooting?" I said "ell, yes, I have once or twieo." 
Wvell" he said "you are out in the blind and down the 
road there are other people in blinds, and a flock of 
ducks comes over and you take a shot at the whole flock. 
You get one and the rest go to the fellows down the road.” 
That is true of whet happens in competition. You are 
trying to get everything you can get but in the impact 
for various reasons customers like "4" today and "B" 
tomorrow. 
THE CHAIRMAN: Now, competition is 
so frecuently thought of as competition in ths matter of 


price. Of course, there are many forms of competition. 


ME RAY: Unquesti onably. 
THs CHAIRMAN: | There is providing a 


better product if one ean. There is advertising it and 


making it known. 


Milk. RAY: Right. 


THR CHAIRMAN: and the consumer demand 
15 } V LY! te 


is a matter of psychology? 
Wk. RAY: Yes, L amgoing into 
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THS CHALIRMAL : _ I Gsresay you will 


deal with where the consumer gets off. I can imagine 
the keenest ekind of competition betvcen vendors of 
gasoline, let us say, without there being any hope of 
the consumer getting any better price és a result of that 
competition. He may get a better article. He may get 
more puffing. But he may gain nothing at all and yet 
the competition be very keen. If the price is already 
right, he should not gain anything. If the price is 
already toe low he should pay moree ‘iheat I am pointing 
out is that these considerations do not take inte 
account the public any more than in any other industry. 
In the controlled competitive industry and the public is 
going to ay all the industry can extract frem them 
consistent with whet their competitors will do, and 
competition is supposed to take care of them. Wow 

there are those who have the viev thet the time has 

come when the - I do not say at all that we have - that 
the time has come when the State must be concerned with 
matters in the field of economies as never before; not 
to destroy flexibility of business, but to see to it 
that from the standpoint of the industry, competition 
does net become ruinous and from the stendpoint of the 
public thet it hes a new ionateorasicun not just how 
much ean be taken from it having regard to all the 


competitors thore are; but what it is fair for then 


to pay, Laving regard to all the conditions under 


which the industry operates. 
ite in Y ¢ Iam going to deal 


With thet right nov and I am glad you raised it, because 


I am getting right to that point. 
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A patent example 
of how’ competition functions in improving the economy 
is when a single competitor through technological 
advancement aarkets for the tine being a superior product. 
‘hen this occurs ali other competitors must improve their 
commodities or suffer the conseguences. a greet many 
GO Make these improvements and very quickly. 4s a 
conseguenee of this, the quality of petroleum products 
has constantly improvec over the past severel years. 

It is sometimes assumead 
that the interests of several competitors are identical. 
Nothing ceuld be farther from the truth. The interests 
of each are different from the others because of different 
factual situstions - location of operations, method of 
doing business, etce, etcw. w#ach is cndeavouring to attain 
an advantageous position over the others. ach does 
attain an advantageous position gach day in some quarter. 
Bach imposes upon the others a pressure to keep scratching. 
The result of the "serstching” process is publie benefit 
through constsntly improved performance. 

Any thesis based on 
the proposition that advente,o resides always with the 
large and thet the disadvantage reSiaces al ays with the 
small is essentially based upon opinion and is not sup- 
ported by fact. The danger in cpinions of this kind 
is that they lead to the conelusion that advantages 
must be equalized, irrespective of efficieney of 
eperstions and the like. The equalization of PAVE BME eS, 
in the last analysis is the destruction of competition. 
This meeno the establishment of either privete or public 


menopoly with all engaged in ths enterprise sharing 
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equally. That, I submit in its logical conclusion, is 
theoretical @ommunism. 

Or it may be that it 
is not desired to equalize advantage but to ereate in 
the small qa permanent advantage. °‘.6 hear that sometimes. 
It is the essenes of the atevistice economic theory. 
THis CHALRMAN: would you, if you 
Could in your country, do away with your contol over 
railways? 
Me RAY: Personally D2 woulds.. 2 
do not want you to take my word for it though. I haye 
here some place, I cannot put my finger on it, but when 
you were talking to lx. Nolan about that or I belteve 
I was reading the record of Dr. Frey's testimony where 
Pereqd tie end.1] tried.to find it. , Notylong ago Airs 
Adolph A. Burleigh, who is the Under-Secretary for State 
in the Uhited States, and incidentally one of the leading 
New Dealers - he has been a member of one of the so-called 
Brain Trusts for years - and he deseribed the control over 
railroads through the Interstate Comuerce Commission as 
Something that vas approaching unquestioned decay. low 
T do not know thet th-t is quite the way to put it. But 
let us look at the situetion in respect to the reilroacs. 
The railroads in 1886 when the I.¢.o. was established 
had a preetical monopoly:.of transportation in the Unit ed 
States. The only competition they had ves from boats. 
The boat competition was not very great. It eould not 


expand itself very far into the interior. 


THe CHAIRMAN: But with competition 


with each other surely. 
MR. RAY: Thet is true but not 
Ae Lae: e 
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THE CHAIRMAN: here they did they 


had no real monopoly. 

MR. RAY: But in some defined 
areas they did not have this competition. You did not 
have the impact of competition like developed later. 

Now we have aeroplanes, we have trucks snd passenger 
automobiles and everything, crcating ge tremendous 
pressure on the railroads to live, and because of tho 
Slow process of the governmental funetioning through the 
~-0.C., they simply have not been able to adjust their 
situation with the rapidity that would stave off ultimate 
bankruptey. I do not know. I think it is g tremendously 
arguable matter and it is a very serious question. 

THE CHAIRIIAN: I understood, from my 
reading only, because I do not pretend to know, that 

the Interstate Commerce Commission had attained a very 
high position in the estimation of the people of the 
United States. 

WR. RAY: I think in some 
quarters thet is unquestionably true, and in other 
quarters they are beginning to doubt very seriously 
whether it is a necessary body. 

THE CHAIRMAN: In Canada I do not 
think you will find many people saying thet the Trans- 
portation Board, the ole Railway Board, was something 


thet should be done away with- Nor yet the Grain 


Board. 


MR. RAY: I think we come to 


this in considering these things, the charecteristic 
of the British and American mind has been throughout 
history, I think that we have ereat respect for the 


institutions thet we have ana we do not like to attack 
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them. ve do not just like that at all. 

THE CHAIRMAN: They are relatively 
recent these. Most people in Sanade, I would think, 

say that they grow up in response tn the realities of 

a Situation which had to be dealt with. 

MR. RAY: That 9 link 28 trie: 
I think thet is true. Now are the realities of the 
situation continuing such thet they should be continued? 
Frenkly I do not know. The only direct connection with 
the Interstate Commeree Commission that I have ever had = 
and they are unquestionably men of unusual efficieney in 
what they do - but in 1934 there was initiated before thea 
Interstate Commerce Commission a proceeding for the 
eStablishment of pipe Line values and retes. We ars in 
our fifth year and I du not know whether we will finish 
before another or maybe two. I just do not know. 

MR. FRAWLEY: That is a national 
disease down there is it not, that your Courts generally 
are rather crowded? 

MR. RAY: This is not the Courts. 
THE CHAIRMAN: This is the work of 

4 Commission. It may be suggested we are emulating 

them hers. 


MR. FRALEY: This is only our 


Second year. 

Mae, RAY: Wells. of. apuses, 7 
think the slowaess of procedure, whether it be executive 
of judicial, lergely depends on the quantity of business 


that one has to handle. 


THE CHAIRMAN: Of courses that is so 


and they doubtless make mistakes too. But business has 


made mistakeSse 
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MR. RAY: , I would not deny that 
tor a Minute. I think thet the day we arrive at the 
porfect individual - of course there are a few in the 
world who claim perfection now and ars trying to impose 
their perfections on the oat of us. 

MR. FRALEY: The third term? 

Mie RAYS No, I am talking 
about the situation in Hurope. I ee going to get 
mixed up in polities here, Mr.Frawley. But let us 
return to the question of competition. It may be that 
it is not desired to equalize advantage but to ereate 
in the small a permanent advantage. The transfer of 
permanent advantage to the small, of course, would 
destroy the large units in industry. such a program 
would not improve the welfare of the wholes people, 

as those things that only the large units can do would 
not be done. 

In that respect can 
you visualize the kiné of adventurous risk that wes taken 
recently in South America in finding o11 in the Bareo 
Concession? Building a pipe line over the tops of the 
Andes Mounteins and to the Coast. It could not be done. 
You have to pour millions into an adventure of that 


kind before you can teke anything out. You have to have 


large units to perform that sorvicc. One of the mcst 


important things that the petroleum industry must do 


is to find oil for future supply. ‘6 have just got to 


00 1t« 
Of course, advantages 


are sometimes acquired by competitors by the use of 


unfair competitive practices. Very often the only 
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method for the elimination of such abuses is through 
co-operation among competitors. here is much to be 

said for fairness in competition. Like everything else, 
cempetition has its vices as well as its virtues. The 
virtuous system is the systom with unfairness oliminated. 
This means that competition in business, just like any 
game such as football, must have rules. 

4 better understes nding 
of this point of view will be possible if we pause to 
review brisfly the mechanics and some of the charseteristics 
of cympetition, the complaints and controversies respecting 
competitive practices, and the methods by which the 
crystallization of lav) and practice has been attempted, 
in order that business men may know in advance what 
practices are fair and what practices may be unfair. 

As I see it there are 
six very important characteristics of competition that 
we must keep constantly in mind. 

THE CHAIRMAN: Do you come back to 
over-production, lr.Ray? 

MR. RAY: Yess), « Lois: is ges 

the process of what I was doing, adding all of the elements 
thet lead to the conclusion and then I shall state what, 


as I seg it, are the things that business and government 


must do in respect to thess subjects. 


First, it should be 


borne in mind that competition is a struggle; that it 


involves gain for the vietor and loss for the vanquished. 
Gain to the successful and hoss to the unsuccessful is, 


therefore, inherent in the competitive systeme 


Second, in the competitive 
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struggle competitors are cngaged in constant experimentation 
with competitive practices in an effort to find thrse 
Which in their particular markets will result oftener 

in gain than in loss. If a particular practice is 
employed with unusual success for the user, its use produces 
increasing loss for his competitors. The losers, under such 
circumstances, are sometimes inelined to complain that tho 
particular practices is unfair. The pr-ctice may or may 

not be unfair. Over the years many complaints have in 

fact been made concerning preectically overy practico 
employed in industry. This is not an unnatural phenomenon 
in a competitive industry. In these complaints 

practices have been described aS competitive abuses, but 

it must be remembered that what is unfair in the opinion 

of ohe may be entirely fair in the opinion of another. 

“hat one competitur considers as a competitive abuse 
another competitor may considor entirely practical and 
proper. In conseauence, there have been many contro- 
versies in industry concerning various competitive 
practices employed. Some of these controversies have 

founé their way into the evidences in this investigstion. 

I might say there is 
evidence of controversies between governmental represen- 
tativos, and business in respect to the same subject. 

Comple ints,when 
justified, must be recognized and practices which are 


in fact unfair should be elimineted, if fair competition 


is the objective of our sconomys Otherviise @ cut-throat 


competitive system will be establishea. 
Third, a cut-throat 


competitive system involves the employment of any com 
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petitive prectice, whether fair or unfair. {t is a 


system which recognizes no eompetitive rules. On 

the other hand, a competitive system which contemplates 
the use of feir practices recognizes the necessity of 
competitive rules for the guidance of all competitors - 
rules of competition which in effoet compromise differ- 
ences of opinion respecting the fairness of unfairness 
of competitive oracticses. 

Thore are at least 
two methods by which this compromise may be effected; 

(1) By the process of litigation; and 
(2) By the proesss of asroement with or without 
government sanotion. 

Hach system involves 
a technique for the crystallizstion of law and practices 
in order that business men may know in advances what 
practices are fair and What practices may be unfair. 
Crystallization through the process of litigation is 
slow. 

In the English- 
speaking world various techniques for speeding up the 
erystallization process have becn attomptecd. in 
England, rules heve been promulgatea by the Board of 
Trade. Tn the United States, the Federal Trade 


Commission from time to time has promulgated industry 


by industry codes of ethics. 
Thess rules and 


codos have not been designed to eliminate competition. 


They have endesvoured to outline its boundaries. 


Another technique 


for speeding up the crystallization process is agredo- 
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ment among various competitors concerning the practices 
they will use. This method, of course, does not always 
involve qa speeding up of the erystallizatipn process, 
because it sometimes is followed by litigation to test 
the validity of the agreement. 

If the agrevument be 
found valid after consideration by the courts, that 
much is settled for the time being. If it be found 
invalid, those engsged in the co-operative endeavour 
are forced to abandon the rules encompassed in the 
agreoment, but they are much the wiser. 

Fourth: The compet- 
itive system often requires concert of action in order 
to avoid or c6limingte widespread dislocation in the 
2conomy. This is because when ones uneconomic, 
unfair practices are initiated for the purpose of getting 
business, competitors are often foreed to adopt like 
practices as defensive measures. A tarketer is 
constantly confronted with the necessity in a competitive 
market of protecting his business in any way that he cane 
Conseguently, if one of his competitors offers to his 
customers inducements that he does not particularly like, 
he is nevertheless foreed to employ them or to lose »sut 
entirely. The unfair uneconomic practice then becomes 
a universal practice. This is a vice of the competitive 


system. 
Sixth: The physiology 


of the workings of competition in an industry is often 


as obseure and as subject to funetional derangement as 


tho physiology of the human bodys It is by ne means 


always capable of curing itself. Intelligent, co- 
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eperative handling, temporary or permanent, of the 
disease of a destructive competitive practices is often 
needed if competition is to be restored to balance. 
Lt is this economic fact th=t has led the courts to 
reject the rule that no matter what destructive 
practice was effecting all or them no form of concerted 
action could be taken by competitors to dure it. 

We expect the flow 
of healthy competition to give efficient servico. 


HE CHAIRMAN: You say the ccurts. 


tJ 


you are referring to the Anti-trust Lev? 
MR. RAY: No, I am reforf ing 
to the Courts in practically the entire English speaking 


world. whet I said thers was that they had rejected the 


PUTLU 60 ees 0 


THE CHAIRMAN: That is legislative 


rather than judicial is it not? 


MR. RAY: lao NOt) TELA So. 


Where you have by statute..... 
THE CHAIRMAN: Everything that has to 
do with Anti-trust is surely legislative. The eourts do 


not perform that as a matter of common law do they? 


MR. RAY: Weil J VALE S0.- 0 


think under the common lew in #ngland the pronouncement 
o1 tho rule of reason was under the comuon law if I 


remember correctly. I have here I think some cases if 


% te 2 oO 
you would liko to have them. I do not have them right 


here with me but they are here in Calgary - and I think 


IT am right about that. The Anti-trust system - and 


I am going to discuss in just a few minutes the 


commcn law. Bngland has never had a statute in resact 
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te matters of that kind in recent years that I know of, 
and the whole anti-trust system in England has been the 


development of the common lar, 


MR. Fra‘ LEY: Ours; of Course) ia 
statutory. 
MWRe RAY: In the Dominions and 


in the United States and in all the States of the United 
States it is stsetutory. But I remember the comments that 
were mado at the time of the...... 

THE CHAIRMAN: Our earliest case, 

as I recall it, of course, was the case of the Journeymen 


Tailors, was it not, conspiring to get higher wages. 


MR. RAY: That is right. 
THE CHAIRMAN: and that vas done avay 


with by statute. 


Nits “RAY? Tha tilts, “tives 
THE CHAIRMAN: In England. 
Mae BY: But hater on is it not 


a fact that we will say in the last 75 years in itngleand 
they have had nce anti-trust statute in ths Britisb Esles 
covering trade restraints, yet they have quite a body of 
law and very sensible law respecting it. 

THE CHALRMAN: I do not know that they 
ever went beyond dealing with - it is a matter I am not 
clear on and I have not had occasion to look into it - 

of course conspiracies in restraint of treds are another 
matter. But just saying there can be no large corporation 
in fact, or combinations of corpor:tions, I did not think 
they had gone so far as the legislation in this country 


or in yours. 


MR. RAY: Nov; I am not sure that 
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you got what I said here. I said it is this economic 
fact that has lod the courts to reject the rulo that 

no matter what destructive practice was affecting al] of 
them, no form of concerted action could be taken by com- 
Fowitors. to cure it. To put it another way, the courts 
have said that they can take conesrted action to cure 
competitive abuses. 

THE CHAIRMAN: oh, I thought you 

were just saying the exact opposite. 

MR. RAY: No. That is what. 1 

did not understgnd. I stated it nesatively, and may be 
Iwas going a little bit too fast into the judicial 
history of the development of our ovn law, because our 
Ssuxreme Court at one time did say that any groups who 

got togother to co-operates, and that co-operation results 
in business change, they violated the Anti-trust law. 

It tock just one case to get rid of that. It was so 
stupid. 

THE CHAIRMAN: That, of coursg, is 
dealing with the statutory situstion. 

VR. RAY: That is right. 

THE CHAIRMA®: ‘'g have hac suggestions 
in the ovidence in this Inguiry that those in the industry 
in ffanada sre afraid to put their heads together to do 


that which woulé vork good for the industry and for the 


public for fear of going to jail. 


I am going to deal with 


that and this is precisely where I am going to deal with 
it. And this is the reason ve have to deal with it. It 


is the very question of the physiology of competition, 
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the fact that you must have co-operative action under some 
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circumstances.. 
THE CHAIRMAN: opesking for this country 
I think thay are unduly apprehensive of what the 
attitude of the courts would be. 
Mins RAY? I think it gows back to 
this that thoy do not know precissly what the result will 
bee 
THE CHAIRMAN: Auc they are not taking 
any chances. 
Gitte (tat < And they went to be sure. 
Tien, 1 .fesumo too, that they have heard about the 
program of trust busting that is going on in the United 
States rather unsuceessfully, and it has ereated a very 
bad business psychology. You ean hardly get men’ in 
other companies to talk to you socially. It is amazing. 
DP uscd to play golf vith a very dear friend of mins almost 
every Saturday. He happens to be the Vice-president of 
another oil company. I have not played golf with him all 
summer, Simply because he dogs not want to be Sven with 
me. There iS no sense to that sort cf thing, but it is 
true and it has doveloped. 

.@ expect the flow of 
healthy competition to give sufficient service. ‘v6 
expect it to preserve an opportunity in an industry for 
the small as well as the large. °-¢ expect it to produce 
a price level which vill not put an undue dovnware 
pressure on wage levols and which will have a normal 
relationship to the cost of production, yiclding a return 
on capital invested that will give ineoentivo for and 
eapility to make improvements in fecilities and technique. 


Thery are certein characteristics, hovever, of competition 
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Which tend to throw it out of step and give results 
just the reverse uf those benefits we expect from it. 

when you get a 
balanced competition among buyers and among sellers 
Without any abnormal factors, you tend tc get a 
normal, healthy competitive price. Suppose you 
get some abnormal factor in the market which destroys 
this balance, as, for example, scarcity or over- 
production, or a destructive competitive preetiece which 
weakens the bergaining position of some particular set 
Of sellers or buyers, then your price level tends to 
become abnormal. You may get a price level very far 
above or very far below any normal relationship to 
ecst and capital invested. [Tt may be as low as 
mcnopoly among buyers could foree it down to; it may 
be as high as monopoly among sellers could force it 
up to. 

puch Situations 
which take place when competition is dislocated, of 
course, work directly against the competitive systome 
They produce evils which bring the whole system under 
attack. Through the wiping out of units which are 
efficient but have not the strength to carry through 
a period of prices depressed by destructive practices, 
they tend to throw the business in the hands of a few 
They tend to produce chronically deprossed 


units. 


industries. To eliminate sucna abnormal situations 


and destructive practices which warp the sound function- 
ing of competition and improve the financial condition 


of an industry is a legitimate motive for co-operative 


action In fact, often this can be accomplished only 
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by co-operation or better by such action than by Law. 
THE CHAIRMAN: What co-operation 
are you suggesting? 

Miven ties Any kind cf co- 
operation. 

THE CHAIRMAL: Within the industry? 
MR. RAY: Within, and later I 
am going to talk about within the industry and with 
government co-opere tion. 

THE CHAIRMAN: Because co-operation 
Within the industry in the light of what we have heard 
about cut-throat competition seems qa Little difficult 
of attainment without some rules of the game just such 
as you have mentioned. 

WR. RAY: That is right. We 
have to have rules of the game. 

THE CHAIRMAN: I think we will take 


» short recess. 


(At this stage there was a short recess). 
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MR.” RAY: I have said te eliminate 
such abnormal situations and destructive practices as 
warp the sound functioning of competition and improve 
the financial condition of the industry was-a legitimate 
motive for co-operative action. 

Now on the other hand, as 
in medicine, a particular siethod nay cure a particular 
disease, but in its effect it may go beyond the remedy 
of the particular abuse and work an injury - the remedy 
might be worse than the disease. 

it is highly important 
from the standpoint of competition itself that efforts 
to find sound workable methods should be made and that 
sound techniques should be developed. 

wt times unwise and une 
economic practices have crept into the marketing of 
petroleum products. On the whole, however, competition 
has been a healthy and beneficial factor to all concerne€. 
The uneconomic practices may aptly be described as grow 
ing pains. The speed ana the growth of demand and the 
constant entry of increasing numbers of newcomers into 
the market have produced a series of marketing inventions 
not previously tried in any other inaustry and the 
adoption of practically all known marketing methods for 
the movement of goods. ‘VThis constant experimentation 

has effected in some measure the elimination of aerket- 
ing practices which in use have proved impractical and 
the adoption on a wide front of those marketing practices 
which have proved effective and sound, so that today, in 


spite of the fact that the industry is still suffering to 
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some extent fron growing pains, the market structure 
on the whole is characterized by sound practical mar- 
keting methods. 

Now I should like to turn 
my attention to the particulars of competition in this : 
industry. 

First, the competition in 
production. 

the peculiar rules of 
property, that is the law of capture and covenants in 
oil and gas leases requiring diligent operation, and 
"Checker-boarding" of the surface of oil producing lands 
have compelled the type of competition in produetion 
that sometimes has resulted in oversupply of the raw 
material as well as in waste. Competition has not been 
so much at fault as the rules under which it has had to 


Operate. 


The rules cf property 
established by the courts largely as a result of an er- 
roneous idea relating to the characteristics of oil 
underground have created and maintained a compulsion of 


competitive activities not altogether desirable and 


sometimes plainly unwise. 

The advancenent of scientif- 
ic knowledge proved the necescity for altering the rules 
of property and thereby of competition in this field. 
Changed rules, where wisely made, have, in fact, improved 


competition in petroleum preduction. vompetition has not 


been eliminated by conservation and proration statutes. 
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It has merely been deprived of its vices. Under t he 
altered rules government has not assumed to control 

@ business; *t has declared the rules under which bus-= 
iness should be competitively conducted and has acted 

as referee in enforcement of those rules, 

THE CHALTKuAN: You are now speaking of 
conservation laws as a mitigation of the evils of the 
rule of capture. 

wie KAY: And of competition re- 
sulting therefrom. 

THE CHATRIAL: Yese Now one thing which 
is bothering se is, take in this Valley where there are 
conservation laws without entering upon a discussion of 
them in particular, but somewhat on a pattern of some of 
those anyway in the United States, there is nothing to 
prevent a man drilling as many wells as he likes on his 
own property and thereby forcing all the atjacent 
neighbours to drill wells to protect themselves from hav- 
ing the oil under their own land taken from them, merely 
something. as I see it, superimposed upon the rule of 
capture and at the moment I do not understand why in most 
places there has been no attempt to deal with the drille 


ing program as part of the conservation laws, as part of 


the conservation rules. 

siRe RAY: I do not know. 
THE CHALTRvAN: Now I do not mean “spaciue", 
I mean how many wells are going to be put down in this 
field in how long a time. 


MRe RAY; And I agree with you. 


George We. Ray 


C3 pace cy cae: 
4, 
THE CHAIRMAN: And where? 
MR. RAY: Now that has been attempted. 


J am sorry that somebody, I thought I saw in the record a 
reference to the new pool plan that was promulgated dur- 
ing the petroleum code. It was attempted and if I remen- 
ber the figures correctly there were 200 or nore of those 
plans that were finally submitted and after a study of the 
engineering factors involved, were approved and put into 
practice. 

THE CHAIRMAN: Where? 

MR RAY: In Oklahoma, Texas, iiexico, 
and various parts of the United States. 

THi CHAIRMAN: Where they announced a con- 


trol of drilling, in place of well spacing. 


Mk. RAY: Here is what they did pre- 
ciselyce-- 
THE CHATKLAN ; ixcuse me a moment, there is 


nothing in evidencé touching that, have we? 


MRe RAY: Let me suggest if you have 
not I would be glad to supply a copy to youe There was a 


report of the new pool plan which was written by the 


Petroleum #dministrative Board. JI think tir. Frey had some- 


thing to do with it. I know that iir. Swanson did. 


(Booklet handed to wire Kay by ir. Frawley) 


MR. RAY: No, that. is not it. 9 walt 
Iv 6 e 


be glad to try to get one for you &&8 5000 as L - return yo 


the office because I think you ought to see it. 


THE CHAIRMAN: We got the impression from 
F \4 ° 


Fr. Drey that that was not put into effect, that it is 


thought that it would bee-= 
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MRe RAY: Oh no, no, as a matter of 
fact I was intimately acquainted with the author of the 
new pool plan. No, as a matter of fact over 200 of 

those plans were actually Operating ani they had the very 


idea in mind that you are talking about. Here is a new 


(O10 LO Rit ek ta 
THe CHALHA AN: Yess 
WRe HAY: And nobody has gone crazy. 


under the law of capture and we have no obligations as 


yet under leases-+--- 
THE CHA TRAN: Yes. 
MR. RAY: "How is that field to be 


produced by the use of the best engineering practices". 


THE CHAIRMAN; Oh quite. 

Mite RAY: And the industry was com- 
pelled--<+- 

THE CHALEAAN ; If I may interrupt, that 


is where you had a virgin pool. 


MRe RAY: That is right, that is 
right. 
THE CHATRMAU: Then you may perhaps ap- 


proximate to unit operation. 

MR. RAY: Or at least you have 
severance of operation and you have @ pattern of the 
field such that you can get the most out of the wells, 
that was the idea, get the most out with the least wells. 
now--== 


THE CHAIRMAN; Yes, 


WR. RAY: “hat was set aside by the 


Gourts incidentally in due course and that somewhat. 


“os 


eee wee eee ee 


os 
wm 

Ss 

es, 

ae a 


a 


74 
ra 


~ fat sas 
oF . 
ee a 
' nt) 
me 
a 
re ee 
ea 
: 
face 
F *t 
~ % 
5 
> on 
Ppa e 
se 
axe 
se 
teat 
, 
bas 
° 


a of 
aby 
ood 
- “+ 
; we 
fe — 
3 
- 
a ~ 


Wage 
* Px 
. ue 
ae 
“aa 
, 
i 
. 


o 
Pars 

+ 

ze 

me -- 

- tT 


George We ray 


CS 
6. 


~ 15,999 - 


wreckead the plan in one location but there were 2£0Ol of 


those things that were actually running, 200 or so, 
and doing very well. 

THis CHATIO AN: ' Now, tire Frawley, I have 
nut had un opportunity of reuding them, but you 
reniember we got some pamphlets from Dr. Frey. 

Re FRAWLEY; After he went home to 
Washington, we put those in and that is Exhibit "701" 
which I have shown tir. Ray. 


hte ony ° That ls not the one I had 


in mind. 

Like FRAWLEY: Then we had the code. 

luis KAY S This code simply is---- 
THE CHA TkiwiNs: we will pause a moment and 


let us look to see if we can get sonriething from these 


kLxhibits. 
whte FRAWLEY: "OOO" end. 70M. 
Mine RAY: Ne, this. le-2ab 20) J wade 


see that you get one. 
THai CHA TRAN: Neither of those? 
He RAY: No, neither of these ie the 
one. Now here, here is the section that deals with it, 
Section 7 of the Producing Article of the Code; with these 
interpretations between the sections it is sometimes very 
difficult to fina theme Here, this is page 29 and follow- 
feos or Exhibit "701". 

gection 7 of article 3 of 


the Petroleum Code reads: 
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"Wild-catting shall not be prohibited because the 
"future maintenance of the petroleum supply de- 
"pends on new discoveries and new pools, but the 
"Shipment of petroleum or the products thereof in 
"or affecting interstate commerce which was pro- 
"duced in a new field or pool which is not de- 
"veloped in accordance with e plan approved by 
"the President is unfair competition ana in vio- 
"lation of this code. For the purposes of this 
"code a new field or pool is one discovered after 
"January 1, 1933, and/or in which not more than 
"Gen preducing wells have been completed as of the 
“effective date of this code.” 
You will notice that the 
Government did not initiate the plans. they were in- 
itiated by the owners themselves. The Government said 
"You are going to develop this new pool. Now we want 
you to come here and tell us what plan will be the best for 
that field and we will debate it out with you and if it 
is satisfactory to get the optimum results with the 
minimum of expense that is what we want to see done." 
THE CiiA Thi N: Yese 
Re RAY: ind they promulgated 


rather extensive regulations in respect to how the plans 


should be submitted. 

Now the plan itself, ace 
companied by charts, maps and so forth, projected into 
the kind of plan submitted was expected 
to accomplish and ther were, 48 I say, over 200 of them 
hat people fairly 


which weve finally approved and I think t 
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generally felt that that particular section of the code 
was of a decided benefit because it did---- 

Tit, Gia diuiN: We, A SOn geen with Dr. Frey 
the situation with regerd to a new pool if and when dis- 
covered in this Province but have you any suggestions to 
make about » pool such as Turner Valley where there is 
development, there is divided ownership and there is or 
there was no initial restriction of any kind. 

luke KAY S Have I any suggestions? - 
THE GHs. Lidia ¢ Yes, as to what there shnuld 
be particularly as to a drilling program. 

Pe ci * w@ll you have a very dif- 
ficult situation there if that is the case because the 
eggs are pretty well scrambled. 

THE CHLIRWAN: Yes. 

bina HAY s And of course anything that 
I would say would be pure speculation and would have to 
be in the nature of an abstract statement but I should 
think that all of the producers in‘that field, by careful 
study, should certsinly be able to say what kind of a 
production scheme would do the two things that you want 
to do in production, one is to protect the collateral 
rights of the owners of the surface and the other is to 
produce the field as efficiently as the field can be pro- 
duced Pe euet het woulg take a comprehensive study of that 
fiel@€@ I take it. I think it is an engineering problem of a 
rather large proportion but those are the two things you 


want to do. Here are these people who own lan& andon the sur- 


face. It is assumed that they are entitled to a share of 
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the takings from the oil beneath the Surface and we want 
to get rid of these economic heresies, you might say, of 
unrestricted production by the application of these er- 
roneocus rules of law. 

then the matter resolves 
itself into a matter of engineering and a determinaticn 
of the most scientific method for development. 
THE CHAIRMAN: Ples I suppose in a pool 
in which, as you put it, the eggs are scrambled, a 


recognition of the equitiss. 


MR» RAY: That is right. 
THE CHA TRAN: Of those already there. 
MRe RAY: That is what IL meant by 


"collateral rights", the equities as they exist must te 
protected. 

Now we turn to commetition 
poe rerining s 

The principal character- 
istic of competition in refining has been the amazing 
improvement in the quality of all refined produ7ts and 
in the pressure to improve refining technique so that 
the higher quality products may be manufactured in larger 


quantities at the same or decreasing costs. 


Then competition in market- 


ing. 
Business would be stagnant 


unless goods manufactured were sold and thereafter con 
sumed The salesman is the manufacturer's ambassador to 


the reseller and the consumer. In a competitive market 
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the salesman must convince the buyer that the goods 
offered will serve the buyer's purposes in all 
respects. Since sales efforts are directed toward con 
viction, competitive selling is a debate among several 
salesmen ~ with the buyer as judge. Competitors, there- 
fore, are engaged, in respect to each prospect, ina 
constant struggle with each other for patronage that only 
one van get. Competition for one sale results in success 
to one competiter and loss to all others. But as there 
are many buyers ina market, each competitor, as a matter 
of fact, succeeds sometimes and fails sometimes. The com= 
petitor who succeeds more often than he fails or who, 
though failing more often than he succeeds so far as num- 
ber of accounts is concerned, maintains his position by 
maintaining the volume of goods sold, is a sue6essful com- 
petitor, provided his efforts result in profit. 
Naturally, all competitors 
are interested in profitableness, but it is a known 
economic fact that profitableness often results because 
large volume movement of goods results in lower costs. 
In other words, profitableness in the petroleum incaustry 
has been possible, in view of the intensive competition 
in the industry, because Ate industry has been able to 
lower its costs by, among other things, marketing its 


goods in increasingly large volume. AS a GONSequence, 


the competitive struggle has in fact been a "race for 
gallonage." 
During the years there has 


developed a system of planning for volume sales. Come 


petitors who thus plan, and practically all do, gear 
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their activities, both manufacturing and marketing, to 
the plan thus made. This in turn explains in part the 
dynamic price making current in the industry. 

And which I shall take up 
at a later point, 

Now let us turn our at- 
tention for the aonent to the effects of technological 
development. | 

fechnological development 
has been one of the aagazing accomplishments of the in- 
dustry. 

In the early days, little 
was known of the facts of oil accumulation and confine- 
ment underground. The finding of oil was the purest 
chance, except in those localities where its existence 
was evidenced by surface seepages. ixploration for oil 
and either success or failure in finding it gave rise to 
the traditional characteristic of the oil industry as a 
very risky business. However, throughout the years more 
and more scientific fact has been gathered; more 

soientific methods for both the finding and the lifting 


of oil have bee developec. 

In the infancy of the ine 
dustry, prospectors were guided by physical indications 
such as oil and gas at the surface of the ground, oil 
seepages, tar sands, oil floating on the water in hand 
dug wells, or an odor of natural gas or oil. 

Them as the ihdustry be- 


Gane more and more important the importance cf geological 
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methods became apparent and they were adopted. In 
due course all sorts of surface and subsurface exe 
aminations were made. Airplane mapping of the surface 


structure and subsurface geological methods including 


test pits, correlation of well logs and drill 
cuttings, cored alive. micropaleontology, 
and magnetic orientation of cores were used. Then 


geophysical methods, including magnetic methods, gravity 
methods, the seismic method, and various electrical 
methods of prospecting and logging drill holes were put 
into practical use just as fast as discovered. In ad- 
dition geochemical methods were also adopted. Geo- 
thermal measurements were nade. As a result oil ree 
serves have been tremendously increased and the rapid- 
ity of their discovery facilitated. 

Improved technology has 
not been confined to exploration. Pirgress likewise 
has been registered in the actual development of oil 
fields and prospective oil fields. Both cable and 
rotary drill methods are employed. Particularly in 
rotary drilling equipment has improvement been out- 
standing. It is now possible to drill to 15,000 feet 
of depth, which was beyond attainnent with the equip 
ment in use ten or twelve years ago. 


Various gaethods have been 


adopted fcr controlling heaving shale and high pressure. 


In connection with the latter, methods have been adopted 


and applied for conditioning mud; blow-out preventers 


have been invented. It is now possible also to control 
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directional drilling by means of mechanicel devices. 
Water operations no longer stop: the ambitious; drill- 
ing barges and storm chokes ha-e conquered impedi- 
ments to success. 

In the early years of the 
industry wells were generully allowed to flow to their 
maximum capacity. Such gas as could not be sold was 
burned in the air. The period of flush production, 
therefore, was short, usually lasting but a few months. 
Modern methods are radically different; production ia 
controlled and wells are allowed to produce only a 
fractional part of their potential or maximum daily 


capacity. Reservoir energy is preserved. Ultimate 


recovery has been greatly increased and the period of 


pumper and stripper production has been postponed. 

Now in this connection [I 
suggest, Mr. Chairman and lir. Commissioner, that you 
might like to read an article by Dr. Joseph EH. Pogue, 
in the November, 1939 Issue of "World Petroleum". 

“he thing that I want to 
call to vour attention in connection with the consider- 
ation of this question of conservation and pro~ration is 
the new technique, the technique for improving the 
problems of the industry, is the first paragraph of that 
article. He says this: 

tthe wastes of oil fall into two groups: those 
"visible above ground and those that occur 


“unseen in the reservoir. The first class, 


"prominent in the period of rapidly expanding 
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“a@emand, has been eradicated in recent years and, 
"no longer presenting a problem, may be dismissed 
"from further consideration. The second class, 
“wepresenting oil that fails to be recovered, is 
"negative and unspectacular, but none the lesg 
"important because indirect. This category is 
"the proper field for attention and constitutes 


"the real prorlem of conservation. Conservation 
"formerly was coneerned with the oil lost on the 
"surface and the gas dissipated in the air, and 
"there is still a tendency to think in those terms; 
"but the practical elimination of abovecground 
“waste leaves the problea of conservatior centered 
"in the restriction of losses in the underground 


"reservoir itself." 

Now to state that in the 
terms of the ultimate; what we want tv de in this in- 
dustry and the techniques which we must adopt in this 
industry, we have got to find them, is to get as much 
oil above ground as and when needed <s is possible to 
get out of that underground reservoir. Now that is the 
ultimate in engineering practices and we have simply got 


to find those techniques. 


THE CHA IRAN: and surely whether it be in- 


ternal control or what, some means must be devised surely 


to stop the use of these tanks of steel instead of Mother 


Farth as a reservoir for oil until it is needed. - 


MR. RAY: Now there of course is where 


you get into,-I agree with you whole-heartedly,-that that is 
where you get intc one of the biggest of all the arguments 


among the economists. 
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THE CHAIRMAN: The continuance of over- 


production, Paere does not seem to be any serious attempt to 
Pope With it. 

MR. Ray: Uh, yes, there is avery serious 
attempt to ecpe with it. An extremely serious attempt. It has 
been going on for years. An extremely sericus attempt. 

THE CHAIRMAN: Well, you are referring to the 
Conservation laws? | 

MR. RAY: Yes, £ am talking to that poi: 
but not only, Mr. Chairman----— 

THE CHAIRMAN: We have had no instenece before 
us of a Conservation law, speaking now not of a unit operation 
in a virgin field or undivided ownerghip but I am speaking of 
divided ownership and in the fields in existence. Nothing has 
veen brought to our notice as a plan or scheme for stopping 
unnecessary drilling except insofar as it is to be inferreé from 


well spacing. 


MR. RAY: Well, Think (“1% 13 @ part er 
well spacing. When you are talking about well spacing----- 
THE CHAIRMAN: If you say to me I can only 


arias one well in 40 acres, that is so, but i can driil 1,000 
wells on 1,000 forty acres, and that is not in any way con- 
trolling the amount of oil that is to come from the earth. 

Tt may be that a pro-rating policy, pro-rating to market, may 
discourage peovle from going on Gri Lita ue. 

MR. RAY: I think your objection to the 
kind of well spacing you have heard talked about is that it is 

an arbitrary sort of spacing, one well for 40 acres. [It does 

not follow tht is proper engineering well spacing. Vell spacing 
may be better with 1 well in 10 acres. There are fields Like 


that where they have what they call blocks in the structure, 
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imperv:ous rocks that get into the oil structure and that 
literally dam. up ami prevents drainage to this part of the 
Peles over ‘here. Well spacing is the sort of thing that 

the engineers in the industry have tc decide on the basis 
of the facts of the particular Fae Pak and that when you 
Just arbitrarily say "1 in 40", you may or you may not have 
the right answer. The puint of this whole design is to 
Sweep the sands clean of the oil, if you preserve the 
reservoir energy to bring it up and you do that through the 
humber of wells that will produce the optimum result . 

So I do not think that when you consider it in terms of that 
kind that you @an possibly say that a pattern of well 
Spacing thet is applicable in field A is good for fields 
nw. Ds bof and G. That simply is not the fact and those 
facts can be elicited only by very careful engineering study 
of the situation. 

THE CHATRMAN: ~ Gan you conceive cd! any scheme 
whereby if 50,000 barrels per day is needed to supply the 
legitimate market of a given pool, that the field can be so 
patterned and a drilling programme arranged that would both 
get the maximum of recovery and an equitable distribution 

of the right to recover. 

MR. RAY: in my submission, you are Starting 
at the wrong end. Now, when you go out to the market and 
say "Here is a market for 50,000 barrels," it may be that in 
the application of these optimum principles that I have boc. 
talking about it would be bad engineering te develop that 
field to tre extent of 50,009 barrels. On the contrary it 


might be good engineering to do that. 


THE CHa IRMAN: Quite, and I should have said 


that. T mean assuming that the field is capable of producing 
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according to the best engineering practice 50,000 barrels 
and your market is 50,000 barrels. How would you go about 
arranging a drilling programme that the 50,000 barrels, 
plus the surplus of the hecessary back log, but roughly 
50,000 barrels is produced and no% 250,000 barrels? 
MR. RAY: You are asking me a very 
complicated engineering question that I have put tc our 
engineers on many occasions amd in every single instance 
there is the reply "It can be done." Engineers can tell yeu 
how to do that. They can tell you how to do it. But you 
dc have this other fact that you cannot throw cut of the 
window and that is the doing of equity, and tmt is where 
your Conservation authorities stub their toes ofterer than 
any place else, making exceptions to the engineering ideal 
because of the necessity of doing equity. 

Jr. Yogue in this article that 
? @ail “to your attention, ani ‘he has made quite a study of 
this, talks about that to some extent. 
THE CHATRMAN: Yes, because you must run into 
this, that if so many wells are to be ¢rilled and the thing 
is pro-rateé according to the well, the small fellow must 
soon disappear. . do not say that is wrong. 
MR. RAY: No, he doés Not need to. . He 
does not. He does not need to at all. 
THE CHATRMAN: if as many wells are drilled 
as any one may want to drill and he is only getting his pro- 
rata distribution of the available market, he is pretty soun 
going to quit if he has any sense, because it will be so low 
he won't pay his operating costs, much less give him a return 


on his money to provide fu amortization. 


MR. RAY: You mean when a field reaches 
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that stage of production that it can produce a tremendous 
Quentivy of oil. 

THE CHAIRMAN: Yes, with a limited market. 
MR. RAY: The amount on the surface is 
divided in such a way that you have a very small allowable 
per well and when he is in an economic squeeze---~- 

MR. FRAWLEY: Being pinched out? 

MR. RAY: He is being pinched out and 
everybody is being pinched out under those circumstances. 
THE CHAIRMAN: That LS rien, 

MR. RAY: That is one very serious problem. 
it is an extremely serious problem. 

THE CHA TRMaN: I say has that not got to be 


worked out in connection with some drilling scheme? 


MR. RAY: Whether it can or not is another 
question. 
THE CHATRMAN: another thing we do not seem 


to have considered in this country is, you can drill as many 
wells as you like if it is your property. The Conservation 
Board will function to pro-rate down to the market, roughly. 
But you can drill all you like. 

MR. RayY: That is economic pro-ration. 
That is not entirely the conservation principle. 

THE CHAIRMAN : Quite so. But there is ho 
control of the drilling programme for the year 1940, letus 
say. Now that affects the equities uf those who put their 
money in the lands there before there was any conservation 
scheme at all. It is all very difficult and I am just 
wondering if you can help us; 

MR. RAY: It is extremely difficult. It 


is an engineering problem, but I say it igs a solveable  .»vilem 
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for this reason. iet us look at the ideal situation where 


a company is fortunate enough in its Operations to have the 


complete field. 


THE CHAIRMAN: Unit operation. 
MR. RAY: Where they have the complete 


Peed. Do they go out and just spud wells in all over the 
place? They certainly do not. What they do is to get 
their engineers in and they say "Sow, here, we want orderly, 
the most orderly development on this field that can be 
obtained under the circumstances." And the engineers tell 


them am they do it. It ean be dons. 


THE CHAIRMAN: Tiat is obviously the ideal 
thing. 
MR. RAY: Yes. 

E CHAIRMAN: 4nd we would weleome any 


suggestions as to a field inwhich we do not start that way. 
Ye start without any rules of the game at all. 

MR. RAY: The only reason I mentioned 
that was to point out that it is an engineering possibility. 
THS CHAIRMAN: Oh, yes. Buty is 1% atter a 
certain stage of operatior under the rule of capture, upon 
which has later been superimposed conservation rules, and 
with which is associated pro-rating to market, whichis a 


different thing agai. I know, but which has to do with the 


e 


. others. 


Nar. RAY : I am having a little difficulty 
in understanding this theory of the superimposition of 
conservation laws upon the rule of capture. For this reason. 
That may be true here and I do not doubt for a minute that 

it is. But the fundamental principle of most of the 


conservation statutes with whim I am acquainted, is to change 


i 
ve 


arte abe F aa iiaad te e iy Be wad is ‘Jook éo 
Sik red eo TInt hey al ee a 


, 


a, a gt nia a 
raat ‘7 ds oyo Fhe 
‘giatgece ‘eat eued Yt par bait 
eid Gove ate nt wtier' -: Sit "ya: imo on ‘ya ot 
| fe eee Dil CES ? ‘the 
demo OF BE: Rar et at Pon, ‘al ‘iatbysee woth 
sob 4 Hrow oy ot aH Bink Fl cw “oat ‘bop ak exeond 
wg Gee bead Sore el Cie ne “Fasaazenan antes 
c att a ’ rh sae hay eck Mai ve oes pak Tae 
Tier eteenins sit DAA gabadtamavel i) edt Tebow, hat 


wie 


y ° “ * 


ae ob od mao xi Hk ob yout 


fie a et PS ae v ‘A 
ROE 


el oh % 
Teh Hea on, ; 
SRE. ¢ om? ~ pf oA 4+ be ee Xi oR fay Py ~ 
~~ rT 


pee tai) daade +2 Peal “deka at ‘Stent 8 ot Be | 


GMOS, (AS "pa 1 agree 
ae Sainy ai ‘to “te tame we saabrapebettltt 


Pe Qie hciatiet Sie ee < fieky Sue | s aT 
Be rion bs “si + xentae ewe ot fans due take oe. wow, 
Pale i a 0 Se ets 
spas 6 fe a as oe *e : (pitt ‘ Ay) °S alee Sond a ote 
ail asiot Ach eniel sit ie iiss aad ah Paw 


poh h api i aki aw iqdttes- ie aa 
: oe ee eae 
bgt iw oh 6F 482 deh ‘i food t ecb ware” 


oe 


pete os & pe 


7 
i ty sets be 


Pepper es iit ioe te ot ial vos eae 
‘ ie; ieee Feta pe ia 
anne at fae ine: ie et Boe’ phd: 


Oh Be aati : 


. 


‘aye , igus, PR eT ie Meee A 
agi: 2 BA a. 
nde ean ete 


Sercer 


=: 
we 
é. 
tO 
_ 
= 


T=2 


-16,013- 
Geis RAY. 
the rwles and to say "Through p-o-ration you cannot capture 
all that you can get any more. We are going to give to 


everybody in this field his pro rata share of the oil in the 


DOG. ? 
THE CHAIRMAN : No matter who drills the holes? 
MR. RAY: That is pretty much what they sa , 


Heo wee they sey to him “If you dril1-—--— 

THE CHAIRMAN: That is brand new to us. 

ite RAY ¢ If you have well pro-rating 
then you won't get that result. In trying to work out these 
various pro-ration schemes they have come across half a 
dozen different methods. ‘ell potentials. Pro-ration per 
well, acreage times potential,and they are justt working 

out these various methods until they will ultimately find 

Ofe that is going to work. 

THD CHAIRMAN: And propulsive energy? 

MR. RAY: The big coneept now is the 
preservation cf bottom-hole energy. 

THE CHA IRMAN : Is there anywhere in the United 
States where there is divided ownership, where you are not 
dealing with a unit operation, where there is divided owner- 
ship before the conservation laws, is there anywhere in the 
United States where the benefits flowing to a particular 
producer are disassociated from his having put down the hole? 
WR. RAV: Yes, I think there are. 

THE CHAIRMAN: I would like to have one pointed 
out to me because I have been labouring this with most 
engineers and others who have come before us. 


MR. RAY: That is a thing that they heve 


to work out considerably better “than they do now. Mo st 
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these things arise under - the things that you mention 
arise under permissive and in sore places compulsory 
unitizatiou of well development. In the Arkansas laws 
there are provisions for compulsory unitization. The only 
results of compulsory unitization are bound to be divorce- 
ment from the oil in space at the well at the surface. 
They have not developed it as far ag it has got to be 
developed, however. 
THE CHAIRMAN: The evidence to date would 
lead us to come to the conclusion, if we accented it, that 
there is no satisfactory way of having unit operation in 
respect of a pool which is owned by diverse owners. That 
is where we stanc at this minute. What you are suying is 
the contrary of that and is very interesting, but there is 
no evidence to support it before us. 
MR. RaAY: Now, let me approach it fram a 
Ptoelie different angle. Pro-ration and conservation 
statutes are very youthful. They have not been perfected. 
There is no qguesticn about that. But they have been improved 
step by step. ‘We are getting better laws. TI think that 
one of the things that we want to do is to jump right into 
the cure and the cure is going to result froma study of the 
facts of the particular field from time to time md we will 
evolve with the further knowledge that we get ways and Meaus 
of taking care of those things that are troublesome. It is 
a complex problem and as a matter of fact we are dotic a wo 
better now than we were in 1930 and in 1950 we will be doing 
still better in that respect. 
THE CHAIRMAN: I ‘think so. Bute I fave gourte 
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MR- RAY: That is true. I think I have 
here an analysis of a great many of the pro-ration methods, 
and I will take a look at those to-night and I will try to 
give you the benefit of some of then. 

THE CHAIRMAN: I would like to read that 
eeprcte, i7 I may, of Dr. Pogue's? 

MR. RAY: Yes, indeed, I will be glad to 
bert 2G up to you. 

THE CHAIRMAN: We have a number of his articles 
in the Petroleum Magazine. 

MR. RAY: “hat question of conserva- 
tion, at this point,i was just pointing out is one of the 
improved techniques. While it 1s, not perrect 1h 3s setae 
results. 

When the stage of pumping am 
stripper production is now reached, it can be carried. on with 
Tearooeqpver tools than formerly. The oil. is now brought to 
the surface through tubing by mechanical means. Centrifugal 
pumps of high capacity operesed by electricity have also 
been used with a great deal of success. Gas lift mthods 
also have been found helpful. 

Various conservation methods 
formerly unknown have been developed and are now employed. 
These have nothing to do with the laws. They simply have to 
do with the technical development of conservation methods. 
These include more scientific selection of casing seats, 
the use of wall packers, selection of tubing and flow orifices, 
shotgun perforation of the casing, exclusion of water from 
the producing horizons, am selective acidization. 

Many beneficial results have 


been achieved by the use of these methods, 
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Through proration and well spacing 
techniques greater ultimate recovery has resulted. 

Much attention and study have been given 
to the unitized development of a field owned by several different 
companies or individuals. ‘There are, of course, many practical 
difficulties to be overcome in this connecticn, but these are 
having constant attention. In fields where unitization has 
been practised much benefit has resulted. 

Then, too, various methods have been 
employed to increase the recovery of oil from a field apparently 
nearing exhaustion. These methods have included shooting with | 
nitroglycerine, cleaning the hole with chemicals, repressuring, 
water flooding, and acidization of wells. 

Competition in the industry has been 
ehe principal incentive to technological) development’ in refining. 
It has led to the establishment of large and extensive research 
laboratories devoted to the development of new processes, the 
improvemeit in quality of petroleum products and the development 
of new uses for by-products. 

New methods and equipment for the manu- 
facturing of gasoline have been evolved, including cracking 
and improved cracking stills, catalytic cracking, polymeriza- 
tion, reformation , alkylation, hydrogenation, and dehydrogena- 
tion. Inhibitors and various treating processes have also 


been developed. 


Tre unlimited technical competition in 


fhe oil industry has resulted in constant improvement in 


: a 4 ‘ i et 
gasoline with no increase but actual “decrease in coer, 


Like progress has been made in the manu- 


facturing and imprevement of lubricants. A means has been 


Misecverédewherety the use of furtumad, product which can be 


ie + * 
pxoduced from corn cobs, oat hulls, eve, and other materials 


and processes for the washing of impurities from lubricants have 
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been developed. 

The presence of wax in lubricating 
oil stock no longer offers a problem of any consequence, 
as various dewaxing methods have been developed, so that 
no¥ lubricants are manufactured which remain fluid at 
exvremely cold temperatures. 

When motor cars were 
manufactured with closer tolerances, involving smaller 
clearances between the pistons and cylinders, lubricants 
were subjected to more heat than ever before, but this problem 
was readily conquered and today lubricants are produced which 
are insulated against heat, 

Better asphalt is manufactured 
today than several years ago due to improved techniques in 
asphalt manufacture. 

As a result of the improved 
technology in manufacturing, products have not only improved, 
but the yields of desired products from the crude charged 
to stills have been greatly increased. For example, today 
it is possible to recover an average of about 45% of gasoline 
from a barrel of crude compared with approximately 18% in 
1914. Ane if we could utilize some of the techniques 
that we already know avout under the present eronomy we 
woulaé get our yielis up substentielly more than that. 

There you have the questi or of price. We just have to 
learn to develop those techniques to where they will be 
useable within the existing price or a better price, or 4 
lower price structure. Furthermore, the refining process 
has been adjusted as much as possible to meet the 
requirements of various products manufactured. 

Tt is not necessary to discuss 


marketing technology at great length because all of us have 
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seen the improvements in distribution methods that have 
occurred in our own time. Ral considering this subject, 
however, one must bear in mind the character of the products 
dealt with. Practieally all are fluid; many are inflammable. 
These two characteristics have been responsible for the 
improvement in storage and distribution facilities. Where 
onee oil was stored in earthen tanks, it is now enclosed in 
steel tanks of improved design, permitting of as little 
evaporation and leakage as it is possible to make them. 
Refined products are handled in steel tanks which some time 
ago replaced the wooden barrel or drum. Lubricants are sold 
in cans to protect them from contamination and other loss. 
Undergroune storage facilities and aboveground pumps for 
the storage and dispensatiom of gasoline have been improved 
almost every year from the date their use was Sonne 

The service station, onee 
unknown, is today an emporium for the dispensation not only 
of products but of many services the motorist necds. 

at one time delivery of oil 
from the bulk plant to the dealer, then usually a blacksmith 
shop or a grocery stor?, was accomplished by horse drawn 
tank waggons. Today the finest motor equipment available 
is emloved and as old equinment wears out new and better 
equipment is obtained. 

Accompanying the improvement 
in the facilities of distribution has been an improvement 
in selling technique. 

The problem of the industry 
has been to keep pace with the increasing demand by the use 


of improved methods of distribution in such a way as to 
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involve as little scrapping of usable facilities as possible. 
The usual method has been to employ facilities for their 
usable life and then to replace them with the improvements 
evolved in the mantime. ‘Through this method of development 
extravagant replacement of out-moded but Heerie facilities has 
been avoided. Increased efficiency without unreasonable 
scrapping of invested capital has been the result. 

Pipe lines involve both pipe 
and equipment for the pushing of oil through lines. Both 
have been improved constantly. One of the most complicated 
problems is that of corrosion. Much progress has been made 
in solving this problem. 

Early tankcrs were makeshift 
aifairs. Today tank ships are in use whieh carry both erude 
oil and the products of petroleum without contamination and 

é without loss. Special tank ships have been designed to meet 
the particular problems presented in this field for the 
carriage of natural gasoline, a highly inflammable product. 
Special equipment not known twenty years age is now in 
constant use. 

Tank cars both from the stari- 
point of design and practical utility have replaced tank 
cars which by comparison were makeshift devices. Safety 
in tank car transportation is today a byword. Gasoline can 

t be transported today in modern tank cars with no contamina-— 
tion and very little loss from evaporation. - 

Motor equipment has been 
problems confronted from year to year. 


improved to meet the 


| i t pe ith the general improvement in 
Tank design has kept pace with the ¢g 1 imp 


automotive equipment of other types. High speed trucks have 
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been employed which have made possible the distribution of 
petroleum products at increasingly greater radii from bulk 
plants and have thus permitted haulage of larger quantities 
of petroleum products at greater distances by the use of 
less equipment. 

Now, let us turn our attention 
for a minute tc itass Techniques. The petroleum industry 
wherever possible has adopted mass techniques for the 
production am distribution of its goods. 

Mass production is a technique 
whereby large quantities of goods are produced by the use of 
machinery and man power to meet either an existing or sub- 
sequently created demand. It involves a division of labor 
where each workman has a definite task to perform which is 
synchronized into a coordinated productive scheme enabling 
y production of goodsin larger quartity in the same period of 

time than any other system ever devised. 

Mass distribution is the 
technique of making goods readily available to consumers or 
potential consumers by the establishmant of markets at the 
point of consumption and the movement of those goods from 
point of manufacture to point of consumption ina steady, 
continuous flow as needed, without undue congestion. 

Mass distribution essentially involves the making of goods 
conveniently available to those who want to purchase those 


' goods and distribution of those goods among large numbers 


of people. 
Distribution of rw troleum am 


its products involves a constant rlow - a TiGw of a& flv 
commodity from the well to the refinery (where the raw 


material is manufactured into various prceducts) and a flow 
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of those products from the refinery into the market place. 
Distribution of a commodity used in such large quantities - 
for example, in the United States, Supplying the demand for 
petroleum products requires a production of more than three 
million barrels of crude petroleum per day, the manufacture 
of that petroleum into refined produc}s, and the trans- 
portation of the products thus manufactured to market - does 
not permit of a stoppage at any stage of the proceedings. 
The operation must be constant and effective. 

Getting petrcleum products 
into the hands of the buying public could, of course, be 
accomplished in two ways; First, to require the buyer tc 
come to the place of manufacture, and second, to have the 
market move to the buyer at the buyer's locality. 

if We Tigst me wod. were 
adopted, there would be a contraction of use because of the 
inconvenience to the buyer of acquiring the commodity. 

Mass distribution required utilization of the second method, 
that is, the spreading of market places wherever there are 
buyers. 

Texas (Delaware) accomplishes 
this widespread distribution by the maintenance of several 
refineries located in the vicinities of several different 
marketing areas. From each of these refineries the goo ds 
flow to bulk plants located within the marketing area, the 
area being determined by transportation costs for the most 
pee ana from bulk plants to retail outlets. The constancy 
of the flow is thus possible. 

7 By this method the goods are 


gotten into the hands of the consumer with the least incon- 


venience to him, and are moved in sich a way as to cause the 


least possible congestion in refineries, terminals, bulk 


plants or retail outlets. 


(The Hearing was here adjourned to be resumed at 2:00 P. M.) 
A 2 ¥ 


. @ 


A pails ey, i; a3": eh cc a OLY A Si Pee che pay! 


Vea Ve seis a6 CA ae 


HiT PLR BL< 
i 


a hilo Lrg Sait. Wa aig > Sie aes: ‘$58. 
page, Rel Rea el sabi spas: ‘otal i iors ‘taal to 


fag) Be Oe 1 OSNT Doe; # Mt ap 
att ge me 4 “hiss = habit pista anita oda. a tubal ‘wit 


ee “nee gilt PRAT: we . | tay 


ee wae sven , eae seiusingen vit ae ‘dpatg® ae 


r 2 
i in ee 
Tew ae rs 
Bente 
' 


ear 


i " ae m & j - 
; ‘ 2 eh a ace cp fait 2 ; ; fein te 
aa £ ene } art “/ ye 
Toes hia ao ks pe) eS ae a2 - ‘ oo 
. v ape be 
: 


Fe) a a aes 
Je ae amacuutuedadé i oe tl ‘ot “at: BY 


rsh PRD. + Peay RET ah ey: ak ie aatind Me oe “a Labi nts teh c 


a ‘a aa 


gt Roe aS she haape: ahi snow te “xsi iby } iy ‘sath are at, 
coe area ie % Fai bat bak ex vivaaala tet ’ walt " R 


’ i ; ih : 4 
Piatt: tee oa NY ee ea 
Oh aehes sp OSS RO 
i 
} 
’ 


ee etait? meth ane een: ieee aT ar: tent ‘that: "to ak * Speathe. a us ‘ke 


, 
a wast o 


PROTA ALA OD Ge Biot kone t: es ae ne oe sae a +a tg 
LAwadGde sensed lek wii Re ‘aoobitus tad ea sheialionie ‘plat. 
ME REER TPR Gare rer so" ae rhha seit ‘dui ‘pt botedol naiten ties. 7 
Oy PEt oot kit am tee. Seo tadone goa Ngai Etec 
= atin gins eee Bess ond airy ster todsbod atmaid ated’ nf ‘WoLS 


Te 


+ 
* 
ate 
. 
_ 
Cul 
ay 
» 
ee 
om 
J 
= 
A 
hd 
hal 


titi og tee) tod cuxt orteroemaae” yd ‘Basdlia’set #6 pine ‘sede, 
a a ork 

al eerte dy Madde Be pot oda to" a be 
ee ee | ay 
Peotone Se teiaaimae ook! 92 ns ith it alban’ ating | 
Pe RUEE az al aincs ini Rew ny! ohh pak lit 3 oriss 284, 
MEGS: « Bie esti ited Rita is 


_ 


pee 


le ees 4 heel 


1% \ ery 
19h Gite ahh: ee Ake 1S tes) dheelngade’ trp ‘mort Sas 


George W. Rey 


i Sige we 
BeOO “PP. M. Session 
THE CHAIRMAN: fll right, Mr. Ray. 
MR REY? Before the Commission arose we 


were talking about the mass technique and we had arrived 
at the subject of mass availability. 

Mess availability is a 
relatively new term snd is not as precisely descriptive 
gs it might be. It involves the technique of advising 
a large number of potentisel consumers of the aveilability 
of useble goods. 

Another of the mass techniques 
is mass demand, 

Before either mass production or 
mass distribution can become effective, there must be mass 
demand. Mass demand can only result from knowledge of the 
availability of goods which cen be created by mess production, 
Advertising and sales promotion are very important in the 
€issemination of essential knowledge. The neture of gasoline 
demand also has much to do with mass cemand for gésoline. 


Demand for gasoline is not a 


primary demand. Nobody wants gesoline as such. One can 


neither drink nor wear it, Whet the buyer of gésoline really 


wants is transportation, The demend for gasoline, therefore, 


is a derived or secondery demand. Now, obviously, everybody 


who has a cer wants gasoline. In fact, if they want to 


. ra 4 - 
use the car they need gesoline. The derived demand for 


gascline, therefore, is in part ereated by a demand for and 


later acquisition of motor vehicles, Neturally, therefore, 


demand for gasoline has a direct relationship to the demand 


i ‘i i esesirng use of the automobile 
for motor vehicles. The incressirg : FS 


created a pressure upon the petroleum industry t° satisfy 


the jemend for gesoline, and in order to satisfy the demand 
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avother pressure was created to get the gasoline to the 
points where it could t& conveniently obtained by automobile 
Owners. 

AS @ conseq-ence of the pressures 
created by the use of motor vehicles for both mass production 
and mass distribution of gesoline, the industry responded 
by adopting both technioues. As the industry responded to 
these pressures and aerolon ability to produce in excess 
of current demand it adopted methods to increase jemand, 
Practically all the units in the industry adopted the policy 
of keeping the public advised through advertising and sales 
promotion of its accomplishments, with the result that a 
constantly larger numder of people desired the products of 
the industry. nHech yeér more and more of them who wanted 
the product joined those who were alreedy buying it. 

Now I come to another one of 
these concomitants to the growth of the Industry and that 
is the creetion of a new source of Government revenue, 

It was not until Lolo thes 
the State of Oregon imposed upon the sale of gasoline a 
special direct tax. From that dey to this, practically 
every state, ee or country where gesoline is sold 


tax on the sale or use of this commodity. 


é 


has imposed 4 
In many jurisdictions revenues thus collected have been 
devoted to the building of rods, and this, of course, has 
inured to the benefit of the industry es well as to the 


government involved. 
Other taxes, such as ad valorem 
and excise taxes, heve likewise been imposed to a large extent. 
i hs ! 


There ere now imposed upon the industry 201 different taxes 
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involving in the United States alonea governmental revenue 
pomezcess of e billion eee per year. In Canada and 
Alberta, the petroleum industry paid lest year in taxes 
unascertaineble amounts, but in view of the applicable 
taxes it may be assumed thst the amounts were large. 
In addition to the use of 

this revenue in road building, lerge sums thus collected 
have been employed for other purposes, Thus, in the 
Provinee of Alberta, where none of the funds thus collected 
is ear-merked for roed building, the petroleum industry becrs 
€ substanticl proportion of the entire cost of government, 
In the Provime the consumer is required to pay in excess 
of 8¢ per gollion in direct end indirect taxes on every 
gollon of gsoline he purchases. The largest single 
[ore Lhe price structure is the tax factor, 
THE CHAT RMAN: Mr. Ray, in the United States, 
in whet State is the money ear-marked fer roads or for any 
Other purpose, have you any? 
MR. RAY: Well I should like to give you 
that precise informetion. Up te ebout three or four years 
ago practically every State ear-merked its gasoline tax for 
road building purposes but in recent yeers the tendency has 
been to divert. Now et first when the geseline tax was 
edopted in the State of New York it was passed as an emergency 
measure and was designed solely as a rosed building fund. Now 
it was not very long until there came about an increése in 
the tax and a diversion of the funds for other purposes, 

As a matter of fact, in the State 
I knew, the petroleum industry pays sbout 47% 


of Tennessee, 


of the entire Government revenue in that State. It is rather 
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cap) 


n emezingly lerge proportion, particularly when it is teken 
into account thst there ‘arse no preducing fecilities end only 
limited refining fscilities there to tax. 

TH? CHATRMAN; One cén see the force of submissions 
made to us to the effect that monies collected by the Gasoline 
Tex should be eer-merked and applied to those things that 
advantege those who ere paying the tex, since they are 

specially taxed but we ere also told that in "ngland, for 
example, Where this tex was et one time eer-merked, it is 

now trensferred to the generel revenue funds and I wondered 
what your situstion was? 

MR. RAY: Well, in our country it is a 
Mixture. “In some places they ear-mark it and in others they 
divert its use but st this point the only point that I was 
making was that one of the accompanying things that 

oecurred 6s a matter of historical fact was this fact that 

the Governments today do have e brend new source of revenue 

that they did not ve before the Industry grew to its 

present proportions. 
TH" CHAIRMAN: I heve been exploring with other 
people end I put it to you, showlc they hevert 

MR. RAY: This increased revenue? 

THR CUATRMAN: Yes, if they need more money shouid 
it not be general taxation? 


MR. RAY: Well, I am going to touch upon 


thet @ little bit. I think thet certainly with the growth 


of this lerge and important industry it should expect to 


beer its proportionste share. 


Yese 


TH’ CHAIRMAN : 


0 Bp aa AY aio ebrig ay ie S yak: oat | 
We) ate at gree acenctoin set 


Rar aay Nae 7 Fi A eet et 


shane tp Soeol oy Sea", er ant) 
COME 6 ent we dbeteel Los SOTO tone: deat” ot ‘ot rey 
ay so ets ie seode’ oo ‘Detleas ‘ta Saka a 88 ed. bLiode ® 
; ‘eta aeeels Gont2e .eit ods satin et8. “alw eaodd: ema 
mai ,Snelgas at sods Bios oad eve s¥ ud hoxot aaa 


bie 


oe 


ss 
haan 

< i 

, Pal # 


BE Od jberran-t so ome Se edaedaial aiilbinicc 


“a 


Pikhnow F hny shut exaaven f 0089 ett of Sentetametdy 
‘taal aotvautie wer 


a a 
bes dt antanoo aod ae (then) i ee 


CDs emegio. 2 ine th Beene, ted onata ene sty e 
BAN 3. day é: fated Thao eee nto abd 6 gad: amu eg fe vi 


Salt aan bie yo erage ett 1G eam “ode aon bit 2 ee 

is a " ue my te 1: 

fame fowl ober aew i foe% fontratekt te aetna ses" oT ST 
re) a » . 


ainaore. Rae ie a Met Bet ad a wea! ae ida Bom. ® . 
| ant Os Wea yshapiiads oat ct amas ton ib 


- 


iio Hate : py het see aptad OMae i 
| Jemod tedd! Sfiponey ior, ot th ts ‘: en seleee 
Bi FoLaetet he alaeartt ait | | oe 

btta: yaa. EONS, Nhe a” watt pe weet aes Bera tee 0 
ere es Ne Snoitexat aan oot 
pda fawlad, of; gaiterg- ons. f. , po | a ae 
St yoats say Ktiw yoletoos srt: dated I, atte ste oie 7 1 
ot gees thopte. +2° Seedinmbant: msde sacar in 


52 nt ici 


O-4 
5 


= "LO. Cee = 
George W. Ray 
OE eee ie Of the job of raising the 


essential funds . to keep Government going. Now there 

is no doubt about thet. So fer es I know the petroleum 
industry has never made any other contention. 

TH? CHAT RMAN: No. 

MR. RAY: It has doubted, - and I sm going 
to reise some doubts 4 little later, - thst so much of th 
burden should be imposed upon it and I think there are some 
Very substentiel reasons that I am going to bring to your 
attention Ister whcn I can consolidete some of these factors 
which I em talking about, to show the possible economic 
repercussions which may be expected if thet share is made 
too lerge,. 

TH: CHAT RVLAN : We will be interested in any 
consideration by you of whether or not this commodity 
should be selected for special taxation. Certainly the 
Government must have money to perform its functions and 
certeinly it must collect it but whether or not it should 
pick out gasc¢line or tea or sugar or anything else and say 
to those in that Industry or the consumers of thet product, 
"Well you pay taxes es everyone else peys in this country 
but you are going to pay a special tax." 

MR, RAY: that is right. 

THT CHAIRMAN: "Because you use this commodity". 
MR. RAY: oe 


THE CH/TIRMAN: well ss I say I inquirad from others 


ot nouare from you in your submission, is that sound? 


MR. RAY: I do not think so but I went fo 
say you are dealing with an expediency as well as a mrely 


j the same amount of mone 
logicel fact. If you could raise h Gi é y 


oe oy Pan E eae AOMTT, ; or 
‘ j om wal” ay oe hd * 
» ds ee De AE tT ES OE Ste [ooa Oi it “eB! iy whe teihas 
Remeprehie« \allvac tse a # ey F 
cis arenas Wes hee) 
War Fo Web. TAS ees Has Rede, toh on et 
: is he aoe ie y fe oO 2] ¥ 


arerduo8 epee eat 


: ao) 


- 


rt 


eae soaatge : i ne ey ie ho 
Bod Was ounds vatdt. 1 dom t2, doa beeoame oe, Bleck mal 


eyev od sated of yxtog me TL halt, Beoeeee qe en aaa 
TT | “eee i i ae ’ ‘ é 
Ais oe ee sl:  etubitomees deo Tawa ¢ douwen 
‘ { a A ' + Dt ae be a5 ..? 1 * y f o’% 
hy ' ay a: 2 es Ae ds heat ye Te aN i i i Alty’. 
J ‘ ’ Lies on A f P % Ys ae ‘ 
Paty hg oe 9 0 a ed 2 , : oo 3 r ¥ a3 eae vi t TK) xd. = oo od. = she ba t, ar®., ou F | 
fh on Mi 
HT Tal j } as { ky 2% ae) a Ane Hf ft at ano fea woted 
: e , | aS A iy 
ig eile ater 
i] ee ay 


wiihommos einad 10 28 Be os ary wd iio skate i 


) Les i 1 + ; 7 a 
Sey 5 i ; : ‘ ’ re Buse 
wae Vintetaed...aoktaxkd Labooqmunan peseetea, ed bi pod 
a ' Sag an 5 oes ys ne i ne s 


nay Bi Glodteast att mpoineg: me esto © of ya Siar: tyes : 
i Rl w Wie 1 ton 19.1 is wy Si » Aoaeos seu af oe 
”s eA " ‘ bon ‘ ps ' * , : Bu iw? ‘ ae: ses: Fo. ents aha 
Rare tp, wren, ORL pieubat! periters 
gid) DL ieved oo be SOE eR Ba. newest a pei 


: : 
A: te 
> wh : 
ty f 2 } “ wa | 
. av Pim 6 behossZ- ih je 
“ , eae a Oe aN os 
} oe . g | 


me ones ald es 


Pare a a aN 


ic 


‘ foe 
aot ¥ te vss) 2 « 


0-4 
2 - 16,027 - 


George W. Ray 


by generel taxation and de it just as easily, thet it seems 
to me is the way, beceuse you have an universelly applied 
tax. avery part of your economy is Sharing equally in the 
burdens of government. 

THE CHAT RMAN : we do not seem to have had a 
very, - while it has been touched Upon. —= 8 Very Servos 
consideration of the whole subject of taxation before this 
Commission, Yet we know thet a considerable portion of 
the money that goes for s gallon of gasoline goes in 
respect of taxes, 

Mea nay Lhet Ve Ti eot. I think they 
are just far too high here and I am going to deal with that 
in 6 little time. 

Another one of these accompanying 
factors is the fact that Canada hes been able to acquire the 
necessery petroleum and petroleum products for its use. 

The growth of the petroleum 
industry in Cenada, when judged from the stondpoint of per 
capita consumption, has been second cnly tc the growth of 
the industry in the United States. The means of growth, 


however, heve differed. In the United States the growth 


necessiteted little or no importstion of either crude 


petroleum or its derivatives, In Saneda precisely the 


reverse has been true. To obtain the petroleum and the 


products that it has needed Canads has had to import a 


large preportion of crude and products. Fortunately, it 


is contiguous to the nation producing and using more 
petroleum and the products thereof then all the rest ef the 


world The United States has had not only a sufficiency 


for its own purposes put a sufficiency for its Canadian 


cea of. ce0h aL ahae. “as out, # ob been 
one ceria Cag cs 


ie . “aren Pein & 


A ‘bea eri ee “meen yout “Ome ‘eM 
“eyanzes ee, 3 ie t ‘poinbad eer ‘gad ‘at 


sant 3" 


at ‘etched ante ager. ‘Deetdba 9 Lathe ent big at ak 


” mt ago at Lape hie ws ise ‘ded: wots ow te 


we "| 
: ae Hohe Me gee ae 
mt ais argh Loreen 1A" ath a « “Sat idea ile 


' ane € 


¥ ‘ab vee pe 
~~ 8 
: ‘ vy ; Bo Ni Ae one ‘ 
| ARE ic ERA 


‘ieee th vhs a eet ere ete ec AN cae 
hal i dain ‘foot yd antos waz thie: ene: teat oat 
aes 
Pyneqaone oae i¢ Yo eto tendon ny a 
TE ss Nae el SR ee ee “f 
ft ee bape Of alge a ie Bi abomal Hass Hoar atin aX 
ee at 4c “nde hbotg muietoa ied ‘hie inte eae 


oye Se 


smipashorute q add 2. sow wen a oD he pe cm 


‘dag XS 5, ‘bi oy 079 00 ‘ede apy, “fig ahantid sei Sioned 


i 


alt bY 


ny ftir ons es. ee : ? tacose nied al aga® {abr taut 
alive: ul aoe witht “cabaiide ieatio? ner ee! 


nt ee 12-4 ~ 


"Boor edt “aiibuse bet. an od berate vit 
‘abe sere: on ies ‘a rg es +0 ote? is dy 

“we ‘tighter 4: pet * Veaibownies: wire 8 i @: 

"pat ‘had alinsodbed | bine “ad ioe, ate tans 


pias 


“6 eat ‘St Reid” ies retry ‘cebeen Caleta 


"aide 


es 7 


: 


$ oe Pete doug + yaliabow bits # hinge Aes Seek 
S eke or r y Hie yaboeto rs no thal oa, wk 
heats boone ci eta ublnnd Silt 7 
‘Wing how has 6 aad Ri: testa! at 


Leo he 


» ne ; —a 7 \e 
i eve "aa © date 


- 16,028 = 
George W. Ray 


neighbor. Dominion and Provincial progress in the use 
of petroleum has been possible only because the raw 
material and its derivatives have been made aveilable to 
it from the United States. Canada's proximity to that 
large source of supply has made it possible for the people 
of Caneda to obtain petroleum and its products at prices 
far lower than would have been the case had it been 
necessery for Cenada to go a greater distance to get its 
supply. If Cenada hed gone greater distances to get its 
Supply, eat-arereater cost., it would have been able to 
eonsume less. 

In 1937 the United States 
furnished 28,500,000 barrels of crude oil to operating 
Pefineries in Canada. the operating refineries had a 
combined cepacity of 168,220 barrels of crude petroleum 
per jay. During the year the refineries used approx- 
imetely 38,500,000 barrels of imported crude oil and 
2,500,900 barrels of crude oil, naphtha, and absorption 
gasoline from Canadian wells, or on a rafio of about 
ye tol. 

Then in the outline of 
inquiry the implicetion is clear that the importer of 
refined products such ¢3 Texas Canada must justify its 


importations. The historical facts ere sufficient 


justification. Cenada must import or do without. 


: : m < S 2 
Somebody must act as importer. Texes Canada has been one 


aD doit. Of course, Canadisn importations have been 


beneficial both to the industry of the United States and 


to the peopie of the Dominion, and because of the uecessities 
4 = 


Go ane situation - particulerly under existing conditions - 


the mutual benefits arising from international trade should 
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not in any way be obstructed. Caneda and Alberta are, 
and for many years, have been, parts of the North American 


pe troleum market, Is this any time for either to try to 


secede? 

THE CHAIRMAN: To try to what? 

MR. RAY: To try to secede, get its own 
rae oa ae 

THE CHAIRMAN : I see, I did not catch those 


last words. 
MRe RAY? Another one of the concomitants 
was the creation of a peculiar type of market. 

The market ultimately created 
by the growth of the petroleum industry has been such that 
it would be impossible for the industry to charge and 
maintain high, arbitrary, and unreasoneble prices for its 
products without effecting a serious contraction of demand 
and a@ consequent and almost immediete drop in price, for 
the reasons we shall now state. 

The gasoline market in North 
American passesses, among others, the following characteristics: 


It is a competitive market in 


Alberta, in Canade, in the United States, and as between 


Alberta and the United states and elsewhere, 


Secondly, it is an expanding 


market. 
Thirdly, it is a “down-price" 


market. 
Fourthly, it is composed largely 
cf low income consumers, ¢ characteristic more peculiar to 


the United Stetes and Canade than elsewhere in theworld; and 
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Firthly, it is im part a high 
quality market fostering constant improvement in the quality 
of the goods sold therein, 

Before discussing these various 
cheracteristics, we shall endeavor to describe the market. 

There is no sales exchange for 
petroleum products and, consequently, the petroleum products 
market is not analogous to the market for wheat, beef, of 
shares of stock. 

The United States and Canedian 
market is 6 geographical area equivalent to the erea of 
those countries, composed of hundreds or even thousands 
of separate market places, where petroleum products are 
bought and sold. By the market, then, we mean a district 
in which petroleum products are bought and sold in various 
smaller localities. 

The price for crude petroleum 
customerily has resulted from the acceptance by a seller 
Btva price offered by a buyer, The Suyer is thesoneria 
the petroleum industry who “posts" @ price. If sellers 
like the price thus posted, business is done. If sellers 
dislike the price thus posted, they withhold their goods 
until the buyer increases his offer to a point satisfactory 


to the seller. The places where business is thus conducted 


are the verious places where the crude petroleum is 


produced - the various oul Liste. Thus, when we speak 


of the Gulf Coast crude market we mean that area along the 
culf of Mexico which zonteains several oil producing fields, 
When we speak of the Mid-Continent crude merket we aan 
that district in North Texas, Oklahoma, Kansas, northern 


Arké there are located several 
Louisiana, and Arkensas in which 
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Gir Teds. there are, of course, other crude merkets - 
eech place where oil is produced being one of then- including 
the Montana, Wyoming end TurnerValley markets. 

The gesoline market is not 
entirely like the crude market, largely beceuse gesoline 
as a commodity is sold in practically every town and village 
in the United States and Canada. The gasoline market, 
therefore, is the entire area, It’ in turn Is conposed of 
innumereble smeller areas where gasoline is bought and 
sold, The gasoline is bought and sold in severel different 
ways: For cargo delivery, for tank cer delivery, for whole- 
sale tank wagon and truck delivery, and at retail, directly 
into the tanks of the consumers’ motor vehicles, 

Obviously, the cargo markets 
are areas within a larger district where it is possible for 
deliveries of gesoline to be effected in cargo lots - 
markets loceted at seaboard and on deep waterways. 

The tank car markets are 
located at the points where delivery can be effected by 
Genk car, usually at refinery centers and st terminal points. 

Wholesale tank wagon markets 


are located wherever there are bulk plants. There are 


thousands of these. 

The various retail markets are, 
of course, et each of the retail outlets where gasoline is 

9 

dispensed to consumers at retail. There are likewise 
many thousends of these. 

Now each of these smaller 
markets composing, or situated in, the total marketing 


erea has its own peculiar sphere of influence. Thus, 


ey * 
Bee EF Peete ay Te a ier att a ‘ 
PU, Ces I OY Set ay. shee, Dy ato aay 


de 


AOS ett to ee ao A 7 he 
BF eoltar eben’ ved ‘hemes ang 


je BOE) ee Tach SAY 
Mitoiik, mee * #0 sited haa ue ow ars duke 
: f <P oa rae aet £2 AEE eee art, 


ih ety 
: ot eaten wart Nadie bite 

; pea f as ee an Merl as if A 
tien aoe Wyeth ae 
ir OS e t reais wi ddl h i ae 


a 


hae bg eared” eiian: ‘eae ‘est es 


t a any aie ae 
BALtLY bok Soot elve. ie nets pend fips 
i) Rae *e RE Rpg Dee — 
poe wie eat bebe ont | “abun bi soso ssh 
F > > : % is ei i L Cer a oN ae Gig: 7 ey 
cman PadogiD Bi) cuit aE ry Avy ont tae eit hi een 
Rus ene ep eae ee Aah NP ee A ee 


may nee chor meen 2 7? he ry pa a L ¥ . 
sanod 6s 4 at loeas § | ort Si aaets qe Elune’ often aiaaes 
ys De ae a Ne a tarategs pet ade /- ; Peer 
erm Vth 0o4 be a Bio hes fiauew ef onit gaa! ett aoe 
Pat SE tis Pye gcdkneas i | ; F 4 
5 Paar, SA stihl net re ‘ ay % ae teaa aps 


gh eb eat os "AEN onsen’ aak 7h 


= 
“<< 
P 
e— 

ae oe fi 
ee i: 
= 
ee a 


> ’ 
Paevsoey fF Fy : ¥ 
Pe oe, ot S, e 
ng ewe we he “ 
ed ee tes : 
SR «eon ‘ 
Waahahs 


: wh wea. shee otter ‘oat « wxdpgiedion - ett to ea? ae ra * 


tools ant amine eile \ereuctydd sae ve f 
wekaee ; y Uf % ails oy r * . * 


‘ 3 mi 6 et at ‘oan ‘toratere’ tontel a and tee ee 
te a 08, eh ve bets otty od ‘ot eke: oe setae vhs 
op ; . : oY vr mn) qos Ets esi 38 bees tied ie 
2 oie ih oe 8 Ps ni | ve a ae “ie et $801 


Ta Segoe 


ee Go 

¥ "> ae ( 
. / -) 7 
Wipe 


. pres ie ri 
Staton Lealmed), ta bas atbt nse. yen hye 1s yLf3eeH be 


oy fh 


I a iar ‘ 


a etink aoyew Baad st beh ouw 


Ny PPT LE ‘ ee) Aan 
oe Sa Moe 5 ce Ai eS “gash rete oe wt 


hae { aah - 
euch ee pte .eitald shed ica bp dt t8veaitW f 
Gf ak a cae epee i P eR bie ee - ' 


TR ¢ . 
ih, » ay ys os es on 

i at tie ak 
. 


ine 
“ 
«€ 


Fi R : 
* gn! ew fe i 

7 x yo ” .* ny ey at ) 

i ms 9 e 2 Pie : 


og, dtetien dit ba err’ me nimi oF | 


oa 
eas a he 


at ‘paktonss bop aw ‘eteti aa Dreier ‘fe ey ws 


Lea ray ote wre iT 


\ 
ak = as eee 


tae 2 
: 


otis baat x6 ‘thes: ve 
+ Pe ie st . at : 


Ox 


ssa ‘edt fee bo ta bb ee ae eT 
2 nae vsininatay <0" chs vehkineg ina 


0-4 
11 ~ 16,032 - 


George W. Ray 


When the price of crude petroleum in the great iast Texas 
field was depressed beceuse of the overproduction which 
existed in that field some years ago, crude prices in 
practically every producing field in the North American 
Continent were depressed, Like conditions have resulted 
from overproduction in other fields, When prices have 
become stable as a consequence of the diminishing supply 
or the curbing of the potential oversupply through various 
factors in the fields theretofore Overproducing, prices 
ip all producing fields have usually become stable. 

Naturally, when the over- 
production was of less consequence than that occurring 
in the Sast Texas, Seminole and Oklahoma City fields, 
the marked effect on other fields has not been as great, 
Today, the Hast —Texas. field is the dominant crude producing 
field on the North American Continent, and prices of crude 
petroleum react to a large exteat on conditions existing 
in that field. 

Insofar as the wholesele refinery 
markets, the market for cergo and tank car delivery, are 
there are three primary, two secondary, and 


concerned, 


two minor merkets. The three primary markets are the 


Gulf Coast, the Mid-Continent end California. In the Guif 
Coast and California, deliveries are effected in cargo, tank 


ship, motor vessel and barge, and tenk car lots. In the 


. . eay ° an r £} 1p Tae) nk ear market 
Mid-Continent, the market is largely a tank P 


The secondary merkets are in the yest voest in the Northeast 
28 a iL 
Ltlentic section of the United States, often referred to @s 


the Tast Coast Refining District, end the North Central 


Refining District, located in the vicinity of Chicago and 


surrounding territory. 
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Now we are seeing changes 
teking place. This is one of the very interesting parts 
of our situation as we find it today. Until very recently 
the Chicago refining district-, that area that exists all 

around through Northern Illinois and Indiana, hes teen 

secondary to the Mid-Continent mérket, but what is happening? 

Pe InOoLs-is bubbling over with oil, The crude supply formerly 
coming into the Chicago Refining District is now. righ tain thes 

refining district's back door and there seems to be inthe 

process of establishment a shift in the type of market which 

we have, when we consider the relation between the Mid-Continent 

end that Chicago aree. Chicago seems to be becoming the 

dominant market. The Mid-Continent ae secondary market. 

Tt is a rather interesting situation which has develop3a 

just in the recent past. Some of the evidences of that 

shift are to be found in the fact that through the Great 

Lakes Gasoline Pipe Line there is today moving 36% less 

gasoline than moved six months ago. 

There is one crude oil pipe 

line, the Ajax line, which is entirely out of business today, 

The crude that was moving through the Texas Umpire system 

from the Mid-Continent to the Chicago district is 50% 

less in the last few months than it moved formerly. 


THE CHAIRMAN: Now have you still got uncon- 


trolled production in Illinois? 


MR. RAY: Yes. 


THE CHATRMLN: Will that situation change again? 


MRe RAY? Well that undoubtedly is one of 
OX, 1a e 


the things we just heve towait and see. I think tha there 


will be far less shifting than we have been getting. 
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| The sast Coast Refining DLEtricu, 
as a market factor, is subordinate to the Guif Cost and the 
No rth Central is subordinate to the Mid-Continent. The 
Appalachian,thctis the refining district iu inland Pennsylvania, 
and south, and the Rocky Mountain Districts are relatively 
minor, being dependent to same extent upon the Gulf Cost and 
the Mid-Continent, respectively. 

However, each of these seven 

refining districts or wholesale refinery markets has a 
normal sphere of influence, The normal market for the 
Gulf Cost is in the southeast section of the United States, 
the Atlantic Corst states, and easter Cseneda. The normal 
market for the Mjd-Continent is in the Central United States, 
The normal market for the California refineries is the area 
composed of the Pacific Coest and the States of the United 
States west of the Rocky Mountains and western Canada 
west of the Rocky Mountains, The normal market for the 
refineries in Wyoming and Montana is the area composed of 
the States along the eastern slope of. the Rocky Mountains, 
and Alberta. The prices in these verious markets, however, 
ere related one to another. When prices are depressed in 
any one because of oversupply in that merket, price depression 
in the other markets will result. Likewise, when prices 
are stable in the various markets, so that the gasoline from 


ench is going into its normal marketing erea, there exists a 
perity of prices. When parity exists, there is no advantage 


to a buyer shifting his purchases from one market to the 


other. This advantage exists, however, when prices are 


out of varity Shifting of purchases ultimately usually 
I: bus 


produces parity based on the level existing in the depressed 


market. 
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THIS interrelationship of 
markets is the result of economic forces, including the 
relationship of the erude prices in the various crude 
producing fields adjacent to the refinery ete ats 
markets, usually at play. 

Lhe’ Prices thet exist) in 
the refinery wholesale markets, usually have e definite 
relationship to existing prices at bulk plants and at 
service stations located throughout the entire gasoline 
marketing area, The prices in the various localities 
tend to follow like trends. 

We do not contend and it is 
not a fact that trends are identical. Locel. marketing 
conditions sometimes are such thet the sphere of influence 
of that local market will be confined within a very small 
area and, in consequence, will not affect markets located 
at any great distances. On the other hand, disturbed 
conditions in even a small marketing area may have a wide- 


spread effect at great distances. 


The marketer also is a 


competitive market. 


Zach of the smaller markets 
comprising the large marketing area has within it several 


competitors, each struggling with the other, as we have 


previously pointed out, for & shere of that market. Thus 


in Alberta, gasoline end other petroleum products are 


supplied to the market by many companies. 


All these organization do not 


compete in every small market in the erea, The activities 


of some are limited to a smell area. The activities of 
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others are widespread, =ach, however, is a potential 
competitor in every market. in addition, there are 
potential competitors not yet in the Alberta market but 
which would enter the market if ir the judgment of the 
management the market offered opportunities for expansion, 

There are no authoritative 
statistics to show what the precise results of the compet- 
itive struggle have been, However, it is know that it 
involves a constant luss of old and acquisition of new 
accounts by each competitor in the market. In this 
connection, Texas Canada has increased its market position 
both in Cenada and Alberta in the period that it has operated 
in those markets. 

A fact of great signifisance in 
the competitive struggle is that each of the smaller markets 
in the larger marketing area is in constant competition 
with another or other markets. It is because of this that 
a price wer in one locality will often spread to cover 
vast territory. Tariff laws are based upon the fact of 
competition between and among markets. 

4Znother one of the things that 
T think you have to keep in mind particularly in Alberta is 
the fact that Alberta is what is normally termed a "thin 


market", the density of populetion to area has been quite 


low. 
The market is also an expanding 


market. 
We have already observed that 


the consumption of gasoline in the United States, in Canada, 


and in the Province of Llberte has been upward. Not only 
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has the volume increased throughout the years but also the 
per capita consumption. 

It is likewise a down-price 
market. 

the trend of prices for gasoline 
throughout the United States, Canada, and Alberta has »een 
downward, so thet in 1938 the price, exclusive of tax, in 
the United States was only 47%, in Cenada only 44%, and 
in Calgary only 37% of the 1920 price. 

Combining price performance 
with consumption performance, we may describe the gasoline 
market as a down price expanding market. 

The great majority of automobiles 
in the United States, the Dominion of Canada, and Alberta 
are owned and operated by individuals of limited income, 
so limited, in fact that they have insufficient income to 


pay income taxes thereon. 


( Go to Page 16,038 ) 
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Of Pe buyers in the 
United States, Canada, and Slborte, 78% are low inwome 
buyers. The market is also a market that constantly 
faces the improved quality of products. By applying 
the octane rating test only, it is found that in 1920 
the regular grades of gasoline had an octane rating 
of from 40 to 45. From 1920 to 1929 there was a gradual 
improvement, the octane rating in the latter year having 
reached 59, lower, as a matter of fact, than the octane 
rating of many low quality grades of gasoline sold today. 
From 1930 to 1958 the rating for regular grades hcs 
increased from 62 to 70 and above and for premium grades 
from 72 to 80 and ahove. 

AS a necessary concom- 
itant of improvement in quality, several different grados 
ef practically all commodities have been marketed in order 
that all ecleasses of consumers (those able to pay for the 
better quality and those unable to purchase the best 
gredes) could use gasoline and other petroleum products. 
In general todey the industry supplies many grades of gas- 
oline and several different grades of lubricating oils. 

Combining all these 
various fsectors the petrolcum products market may be 
described as 8 competitive, expanding, down-prics 
merket, composed largely of low income consumers, in 
which constantly improved products are bought and sold. 

Now what is the signi- 
ficance of those characteristics. The foliowing significant 


. ; kept in mind ] idering the prices for 
facts should be kept in mind in consl g ie 


petroleum products: 
(1) The pressures created by competition have in 
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the past caused, and now ecauso 
) Constantly decreasing prices for 
(b) Constantly improving products; 
(2) Market expansion at lower unit prices has led 
to the creation of a market composed of low inccme 


cnsumers. 


(3) The creation of a market composed largely of 
low income consumers has created a pressure on price to 
keep it as low as possible, and has rondered the marketers 
Of petroleum products impotent to arbitrarily fix and 
thereafter maintsin high, arbitrary and unreasonable 
prices, all factors considered. 

If prices were fixed 
at high, arbitrary and unreasonable levels, many of the 
Low syarchtee consumers would be rendered unable to 
purchase gasoline at all or to purchase as much as 
fermerly. Sueh consumers either would eease to buy 
or would buy loss and, in consequence, consumption 
would contract. The contraction of consumption 
would almost immediately result in the creation of a 
Surplus supply. Tho surplus supply would in very short 
order force prices down. This would occur irrespective 
of the wishes of the markcters thanselves. Contributing 
also to such a result would be the compotition from 


other markets, hereafter discussed. 


I should like to turn 


my attention to the funetions of the competitive system. 
THE CHAIRMAN: Before you leave that, 
Mr. Ray, I am quite alive to the fact there are many 
kinds of competition other than price cutting, but from 


the standpoint of the person who is coneerned with the 
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price at which he buys gasoline for his car, is there 
price competition in any community in which all companies 
automatically follow the posted price of the leader in 
that district? 

MR. RAY: I am going to discuss 
that in this very subject that I am now dealing with. 
THE CHAIRMAN: All right. 

MR. RAY: In approaching the 
market thus created from the standpoint of funetion, 

it seems clear that some of the funetions of the 
competitive systsm es they have operated in the petro- 
loum industry have been 

(1) To assist in making prices; 

(2) Te effect price uniformity. 

(3) To effect approximately simultaneous price 
changes; 

(4) To render marketers impotent to establish 
high, umreasonable and arbitrary prices and 
survive; and 

(5) To constantly improve commodities. 

THE CHAIEMAT: What did you say 
«ffected that? I did not cateh the first. 


be «TRAY ¢ The competitive system 


as it is operated in this industry. 

THE CHAIRMAN: “OF Vaiss 

MR.e RAY: There are Several 
current superstitions regarding the making of prices in 


the petroleum industry. Jour of these are: 


(1) That prices are in fact fixed arbitrarily 


by agreement among marketers; 
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(2) That pricos are in faet fixod by the dominant 
marketer in each marketing area and that othor 
Marketers in the marketing area blindly follow 
the dominant marketer's eae 
(3) That uniformity of prico where and whon it 
exists is conclusive of either (a) price 
fixing by agrooment or (b) dictatorial prico 
making by a market leader; and 
THE CHALTRMAN: Whet 2s thet third ploasc? 
WR. RAY: Third, thet’ Gnirormity 
of pricc where and when it exists is conclusive 
of either price fixing by agrcement or dietatorial price 
Making by a market leader. I might say, Mr. Chairman, 
what I have not told you before is that I am having 
prepared a copy of this argument that I am going to give 
you verbatim as soon as we have coneluded. I am sorry I 
did not have it now so that you would not have to tako 
notes. 
THE CHALRMAN: Tie b wal Deve “weary 
satisfactory» It is merely the effect of the first two 
is it not? 
Me. RAY: The first is that there 
is an agreement amongst marketers. The second that prices 


are fixed by the dominsnt marketer in each marketing 


area. 


THE GHAIRIMAN: And the third is really 


saying that the uniformity, where it exists in a community, 


is the result of one or the other? 


MR. RAY: No, that they are 


evidence of the first two. 


WT ite So. 
THis CHAIRMAN: Yes, quite so 
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MRe RAY: Since there is uniformity 
that is evidence that thoveiest two propositions are 
true. I say that is Superstition. 

Fourth, simultaneous 
price changes, when they occur, conclusively prove the 
existenee of monopolistic prices. 

Those who entertain 
these superstitions scoff at the idea that compe tition 
has anything to Go with the lovel of prices at which 
goods are sold. They likewise scoff at the idea that 
those forecs generally termed economic forces have 
anything to do with prieo making in the potroleum in- 


dustry. 
But the truth of the 


matter is that prices aro in fact made by eaconomic 

and competitive forces. It has already been pointed out 
that these forees are at work in each specific local 
markst and that they also are at work between and among 
marke ts. 

Experience of tho 
petroleum industry has been such that one can coneludo 
that the level of prices established in any market is 
that level set by the seller of importance ("{mportance" 
being used in the sense of ability to attract business 
through price reduction) who maintains the Lowest prices 
in the market, becausc, as we Shall later point out, 
the competitive system effects ultimate uniformity of 
price. Allmerksters ina given marketing area are 
forced to the lowest price level estamlished by a 


sellor of importance in the market for commodities of 


mactically equal quality. The foctcrs which enable 
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this lowest price Seller. to establish the level of 
prices are usually economic in character. 
It will, of course, 

Dewead, and it is ts often Said, that sinee prices 
are made by men - men who have goods to sell or who 
operate business organizations engaged in selling 
activitios and in buying activities as well, - economic 
forees cannot be price determinants. This .ls fallsctous. 
When we speak of prices being made by economic and con- 
petitive forces we are really speaking of the feectors 
Which influence the minds of the men who must exercise 
judgment in dete:mining at which prices they will sell 
or at what prices they will buy. In this respect 
economic forecs are psychological forces aS well. An 
example or two will suffice to illustrate this point. 

"4" and "Bi are gasoline 
merchants in the City of Calgary, competing for the 
business of customers in that market. 

MANin viewing his 
balance sheet, notcs that he has been doing business 
at a loss. In consequence, he desires to increase 
his pries a cent a gallon, and does so. "BY does not 
follow. "A" discovers that his ability to control thn 
price of his own goous is affected by "B's" failure 
to Pen “hie price, and that "A's" business falls 
off in volume because the business goxs $o. UO Weleea 
the result that "A's" losses increas6. Under the ceircum- 
stances, "B's" competition bocomes a definite factor 


in "A's" mind which influences "A" in later determining 


to reduce his price to "B's" level- "B", the lowest 


price seller in tht market, actually determined the level 


of prices for "A". 
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Now, let us assume that 
PEs" ability to sell at s Lower price than "A" wished 
to charge was derived from his ability to buy gasolins 
from a refiner who was willing to sell for less because 
of a desire to convert inventory into cash. Under these 
circumstances, "B" could operate at a profit for less 
than "A" could sell. "B" derived his ability tu sell 
at the lower price from a eircurstance over whien he 
himself had no control. 

Now, let us consider 
the case of a refiner who, in searching for a erude 
Supply, found a producer with crude he was unable to 
dispae of at existing posted pricese The refiner 


offers this producer a price less than the posted price. 


The refiner in manufacturing that raw 
material into refined products can do so at a lover 
cost then the refiner who pays the posted price, all 
other things being about equal. "B"puys from a refiner 
purchaving crude at less than the posted price and me 
buys from a refiner who pays the posted price for raw 
material. "B" in this case would get his gasoline 
from his refiner at a cost recovery price plus a small 


margin of profit at less than "S" could buy from his 


refiner at cost recovery plus a small beareia of pres ity 
If business is done at different prices as is possible 
under these circumstances, "B's" cost of the gasoline 
he purchases is less than "A's" cost. "Dp", therefore, 
has the ability to price his gasoline for reSale at a 
Lower level than "A" would have to charge to operate at 


a profit, If "B" resells in Galgary at less than "4" 
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resells, "A" again is placed in the position of being 
unable to determine his own price level because consumers 
will purchase approximately identical products at the 
lowest possible price. "A" must sell at "B's" price 

or lose business. 

Another factor that 
will influenee a marketor's mind in determining what 
prices to charge is the general statistical position 
of the industry. If, in watching the statistical 
position, a marketer ascertains that surplus gasoline 
stocks are being built up, and he knows from experience 
that that surplus sooner or later will be placed on the 
market at a Lower price level, or if he knows that some 
of it hes alresdy been placed on the market at a lower 
price level, he likewise knows that the maintenance of 
existing prices will not be possible for long. Such a 
factor may influence the marketer in his determination 
to lower prices. 

The supply of goods 
in the market, then, in relation to the demand, is of 
course an extremely important fector in price making. 

In a recent study 
made of the effect of an over-supply of crude oil (which 
at the same time was accompanied by a large over-supply 
of gasoline in the same field) upon the refinery price 
of gasoline, it was found that increase in supply was in 


nearly all cases accompanied by a drastic drop in price. 


That study was set forth 


in our Exhibit "369". 
Other studies likewise 


have repeatedly illustreted this point. 
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The relationship of 
gasoline prices to crude-prices is another fectur cf 
the utmost inportsnee. There are many Students of 
gasoline markets who contend that the buyers of the 
crude sold at less than posted prices, because of their 
favourable cost position, are the makers of prices when 
Supply and demand are in balances. 

It takes two parties 
to make a price. 

Price is value in 
terms of money that a buyer not bound to buy and a seller 
not bound to sell will accept. Thus, when priess of 
gasoline are at a level beyond the ability of low income 
consumers to pay, there is a definit e¢ contraction in 
consumption as there was in Alberta in the years 1931, 

1032 and 1933~-.. Contraction of consumption creates an 
over=-supply in the market and the oversupply in turn 
Sauses prices to drop radically. 

It is net our contention 
that any single factor makes prices. Prices are *he result 
of a combination of many complex activities. 

It is for that reason, 

T think, that Dr. Frey described the fact that prices 
were the result of consensus judgment of the men having 
jurisdiction over prices in the particular unit of industry. 

Our difficulty is tht 
we too often try to state these complexities in simple 
terms and conclude that prices are made by cost plus 
profit or that prices are made by the foree of ccmpsetition, 
or thst prices are exclusively the result of supply and 


demand, or some other particular item selected from the 
» 
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whole field of complex actions and reactions. It would 
be impossible to specifically explain the causes of a 
specific price activity for any period of timo without 
exhaustive study, but if we must generalize in an 
endoavour to explain price making, we would be compelled 
to say that prices result from costs, profits, or losses, 
sompetitive forces, other economic pressures such as 
supply and demand, volume selling, volume distribution, 
and ultimately the pricing of goods in such a manner as 
to satisfy the vants of buyers. 

It is absurd to 
contend that prices in an industry as competitive as 
the petroleum industry are fixed by agreement among the 
competitors. 

Nov! I want to turn my 
attention to this question of price leadership. ‘ihen a 
condition of this kind exists, such as 1 have described, 
it seems patently clear that prices are not and cannot 
be the result of arbitrary dictation of any marketer, 
even the dominant marketer, in 4 single market. The 
dominant marketer, as well as the other mrketors, is 
subject to the economic influences at play. 

The fact of thse mtter 
is that leadership inprice changes does exist in the 
petroleum industry because, obviously, someone must always 
take the lead. It is not a fact that the same marketer 
always leads in changing prices. 

If there is to be a 


change, somebody must make jt. fir st. Therefore, there is 
> 


price leadership and the others for reasons I Shall lator 


explain must follow. One of the factors I mentioned a 
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moment ago th t might react on a man's mind was a reduction 
taysome.king of a costs. Let ius take the Situation back in, 
I think, two or tvo ané a half years ago whon the tariff 
in Canada was reduced to 1 cent a gallon. Texas Canada 
at that time determined that it would immediately pass that 
saving in tariff along to thy consumer. It was not operating 
profitably, but hers was @ chance. Here vas a factor thai 
no longer was a part of its priee structure and it decided 
to pass it along immediately to the consumer. It lLowored the 
price. It brought goodwill, I imagine, along with it and 
that must nave been a factor and as a result the price in 
this area was reduced by the amount-of the tariff reduction. 
isvarybody had to follow it. ‘;6 set a level in that case 
and everyboay was compelled to come along or lose business 
to us and they did not want to do that. 

It 18, of eourss, true 
that the dominant marketer takes the lead oftener than 
any other marketer. This is a perfectly natural phenomenon, 
when it is vonsidered that the dominant marketer not only 
has the largest percentage of business in a given market, 
but also engages in the most widespread activities in that 
As a result of these two facts, the dominant 


market. 


marketer would be the first to feel the effect of the 


economic forces at play in prics making e 


This brings us to another 


of the popular fallaeciéss the fallacy that price 


uniformity is an unnatural phenomenon, in a competitive 


market. 
eonomists for centuries 


have agreed that whena competitive market exists there 
Q S os j 
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ultimately can only be a single price for goods of 
approximately the same quality in a given market. ‘This 
likewise has been recognized by courts where the issue 
has been raised. it has already been illustrated why 
this must be true. 

Of course, there is 
sometimes lack of uniformity of prices for gasoline, 
dus usually to the reluctance of marketers to follow 4 
price changs initiated by e@ competitor and to differences 
in quality of product marketed. 

Price changes likewise 
are often simultansous, and this, too, is a natural 
phenomenon ina competitive market. If the price change 
is initiated downward, competitors must follow the 
initiator or lose volumes of business. If price changes 
are initiated upward, they are usually initiated because. 
| the profitableness of the enterprise is not sufficient. 
If other economic factors are such that competitors 
think it desirable to follow an upward change, they do 
so promptly. If they do not follow promptly, the 
initiator of the change is forced to reduce his price. 
The change under such circumstances will not stick. 

Now, fortunately for 
my purpose et this point I h»ve a perfect example of 
that. I think you will recall that last summer the 
Sinclair Refining Company in th United States was 
complaining bitterly about the condition of the industry. 
It did it in open advertising to the public. The industry's 
situation was bad, so it thought, and it was true because 
its operations were not as profitable as they should be. 


Consequently Sinclair advertised to the world that it was 
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going to raise the orice of gesoline throughout the entire 
area in which it sarketed - I think some 42 Stetes, ty a 
4¢ up to lg a gellon. On the designsted day it did that. 
It did inereas it. Now what happened? Here you have a 
whole flock of thesc various little markets thet I have 
been talking about, and verious interests in all of those 


7 


little markets. In some of them some of thsir competitors 


thought it was a sood idea and they went up with Sinelair. 
im a great many others they refused, and as @ consequence 
of the refusal down came the pries. it is a perfect 
illustretion of the wey this thing ‘orks. 

MR. COMMISSLONER LIPSET?: Mrexay, you just told us 
that when that prices reduction came on in Canadg, owing to 


the as GS ee ae 


HMR. RAY: Thst is right. 
MR. COMIISSICNGR LIPSETT: Thet your Company wes 


losing money? 
tins RAY: That is right. 
LR. COMISSIC iss LirsstTt: ené notvithstanding thet 


you passed on this teriff reduetion to the public. 


Ma. RAY: Theat is right. 
MR. COMMISSIONER LIPSSTT: Can you tell us in any 


from the evidence what are the factors which induced 


the Texas Gomvany to pursue that policy of losing money 


at that time through their Canacian Company, when they 


were not compelicé to do it by competition from other 


companies and could heave taken adventage of this reduction 


in tariff and worked without loss? 


Now n fin 
UR. RAY: Now can I confine my 


answer at this point to jus*t one facter,of the disadvantage 


under which the Texas Company was operating with respect 
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Gorge Wi. Ray. 


to all other competitors in this tia rke te Mr. Frawley, 

could you tell me the exact amount of that tariff at that 
time? “jas it 2 cents Or. 25 danitar, 

MR. FRAWLEY: | It was 24 cents at the 
time of the Tariff Board report, and the Tariff Board's 
report and subsequent legislation made it 1 cent. 

MR. RAY: At the time that situation 
existed, before the reduction, the Texes Company actually 

had to overcome a 22° disadvantage before it could compete 

on an equal fouting with the competitors in this market 

who did not have to cross the ‘Border. Now there was a 2%¢ 
disadvantago.e In addition to that the Tariff law actually 
fixed the level of prices at which the Texas Company, or 
below which the Texas Company of Canada could not buy 
gasolins without serious penalties tha t would be far more 
than any saving that they might in fact get hy endeavouring 
to go beneath that floor. That fixed the Price at the 

bottom below which the Texas Company could not go without 
running risk of serious penalty. On the csiling what 

did they have? They had a price fixed by the lowest 

price seller in thet community above which they could not 

Zoe Now, between those two things the Texas Canada 

had to bring its operations into a state of profitablenecs 
by a saving that it eould effect in that area between the 
floor and the ceiling. It could not do it otherwise. 

Now what was one method by which it eould try that? One 
method was by the attraction of volume through building up 
of eeedaial and the passing on of any economy actually 


affected by the change in the law. Mr. Frawley, I think, 


will tell you that he thought, I think he told us he thought 


we ought to do that and we did. 
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MR. FRAWLEY: io YeS;y more than timat, 


the Minister of Finance, I think, said so very plainly. 
MR. RAY: He said we should do 
it and we thought we could increase our business. We 
thought we could inerease our volume position in this 
market by making that change and we did ite. Now that is 
une of the methods you have got to use in order to get 
within a profitapls operation here. Volume selling is 
certainly one of the techniques. Now when we do that, 
let us look at it from the standpoint of public polity. 
What is this thing that ultimately results down the line 
in consumer benefits. It is the pressure that is imposed 
upon the competitors in the market to make every other 
competitor scratch and keep scratching to do better. 

Now all we ever want anywhere, and in any market where 
we operate, is a chance to do what we can de and to make 
a moderate profita If weecannot do it then we simply 
have to leave that market. There is no question about 
thaty and you see the thing that we have to do in this 
market ig first, to save this 1 cent mre than avery ody 
alse gay)! That is quite a task, and we cannot buy our 


products for less and therefore save it that way. It 


would be nies if we could. 


MR. COMMISSIONER LIPSETT: That is not borhe out 


by the evidence, lr. Raye The evidence is you can buy 
your products here.-.-.- 


MR. RAY: Thet is one factor we 


have to take into account. If we ganuot do it the other 


way and if this tariff fence that has been erected against 
us remains, then we have to simply consider in due course 


whether or not we are going to have to come here and either 
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construct a refinery here or whether we will buy from a 
manufacturer here, or whether we shall go home and forget 
our experience. Those are the guestions that are thrown 
right smack into the minds of our business management. 
They have to take those things into account. Nov. I cannot 
shy what the final solution will be. There are a lot of 
things that might be the controlling forces. So far we have 
thougat it better to do what we have done, and we have 
thought it better because we thought it was a fine thing 
in the competitive industry for everybody, everybody in 
the competitive harket to be doing his own level best tc 
improve the general situation. ‘we wanted to have the 
Bonet it of our own rescerch and improve our own commodities 
and sc forth. If we buy from others we immediately take 
the benefit of their research. Maybe we do not Like that. 
Maybe it is better than ours. Those are all things thet 
have to be taken into aecount by the management in the 
determination cof tne way they will act. Now [I have no 
argument to make concerning the advisability or inadvisa- 
bility of a tariff fence. That is just one of the things 
that we accepted as a fact and we came into this market 
with that fact confronting us in the bolier maybe an 
optimistic belief, that we eoula level that di sadvantage 
in time. ‘ie have not done it yet, but we are eertainly 
going me try, phiede we change our minds about the 

method of operation here. That brings me to the question 
of the seller's impotence to fix a high, arbitrary and 


unreasonable price, and survivee Alberta is adjacent 


tO the nation producing over sixty percent of the world's 


erude petroleum. It is adjacent to the country whith 


Be Pures and consumes by fear the largest quantity of 


7 “ae it 2 7 a i a ee vo 
(ele nee : , ‘uly > 
{ " hot 
: 
: ‘ : a | 
Ry SC le DUNE uO ii sper ae As aa Ne ae) bee ow Boe ty bn oars 
pT eS, LE oh Het on NG ay te iy Fae PR a ie Ooi ae S| 
és i . 4 want 


; i . ee 
de a we | 


PPM S Pr eS ROR ee eee | 
y 


NR a 


o. 
a Br ra 


25 6 “i phos oe: Le oP hk 
eee Ey 4 ART | ena Sete Wt: Ey 


bas Booed cap / 6 whe OF: audog we ) stansies at 3 
% = i" 


WEBS i adaei fa verre ve ioe a ee . 
" < 


ver 
*r 


My ree te ee Carhty eae 7 
a dc teaes we me peruene) Ph Re on eae ni 


ee r ean y is Bet 
4 ‘ “ 


T=4 
LY 


-16', 054- 
George ‘J. Raye 
gasoline produced anywhere in the world. Refineries are 
located in practically all parts of the United States, 
many of them being situated in Wyoming and Montana. 
wyoming, and particularly Montana, are normal supply 
areas for Alberta. If prices in Alberta were fixed at 
high, arbitrary and artificial levels, Alberta would 
at ones become a more attractive market for gasoline 
produced at the refineries in Montana and Wyoming, 
and perhaps even at more distant points, depending, 
of course, upon how high the price was driven. vadeed 
States refiners seeking mae profitable prices than 
they were obtaining in the United States markets would 
enter the Alberta market if the prices there were advan- 
tageous, probably on a large scale. It is quite possible 
that £iberta would suffer from a veritable deluge of 
gasoline. Its market would be oversupplied. The 
oversupply in due course would in turn drive the 
prices downward, for reasons already explained. It might 
be eontended that the United Stctes refinery areas are 
too far removed from the Alberta mark ¢ t~ make sv. > 4 
result possible. ixperience in the petroleum industry, 
however, has been such that the fallacy of such an 
argument can bk? readily demonstratod. 

Because of the very keen 
competition extant in the petroleum industry throughout 
Continental America, the industry's experience has not been 
such that there has been in the past a flow of surplus 
products into a consumer market because vf the exist’nece 
ef a high, arbitrary and artificial price in that market 
actically identical relative conditions have 


However, pr 


existed where there has b’en an oversupply of gasoline, and, 
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consequently @ depressed pries at the Source of aanufacture. . 

Vhen this has occurred, 
gasoline manufactured in the depressed area has sought 
profitable markets at grebt distances. Thus gasoline 
from Roumania and Russia has found its way into the United 
States and Canadian markets. This was likewise true when 
the price was depressed in wast Texas and Mid-Continent. 
Gasoline manufactured from hot cil in iast Texas found 
its way into markets all over the United States - as 
far northeast as Maine and as far northwest as Seattle, 
ashington. 

At that time the 
Dominion Government Fixed an artificial "fair market 
value" for gasoline and compelled United States refiners 
to sell to Canadian buyers at the artificial price to 
avoid - dumping duties. This prevented ast Texas 
gasoline from entering the Canadian market. 

It is a well known 
economic fact that while practic3lly uny marketer 
can force pric-* downward in his markt, ic 2. cup ont 
either when acting individually or in concert with other 
marketere in his vicinity to raise them to high, artificial 
levels in relation to other markets elsewhere, and there- 
after to maintain them at that level and survive. 

In addition, we must not 
forget that the nature of the market is such as to render 


sellers impotent to adopt a dictatorial attituce in 


respect to prices. 
Now, I should like to 


come to the last phase of this price making discussion 


and that is to the matter of dynamic price making. Ina 
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recent study the authors coneluded that "an essential 
feature of industrial price making lies in the fact 
that, instead of passively accepting the market's 
pricing of a supply subject to no central control, it 
sets a price objective and directs a controlled 
productive mechanism toward attainment of that price 
level." 

It was observed further 
that "the distinetive feature of tris constructive 
attack on the problem of pricing is that instead of 
starting from the position in which the administrator and 
the technique happen to be and moving forward by cumulative 
cost computation to set e price,it starts from the consumer's 
want and purchasing power and courageously accepts the 
task of finding e means of satisfying these wants within 


the limits of this surchasing power." 


(Go to Page 16,057). 
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While these observations 
are abstractly ‘accurate, they do not comprehensively 
relate precisely what happens in the petroleum industry. 
What happens is this; Through the operetion of various 
economic forces, prices are made by the seller of ime 
portance who maintains the lowest price in the market. 
Because the competitive system effects ultimate ur- 
iformity of price, all marketers in a given market 
area are forced to the lowest price level established by 
a seller of importance in that market. 

This significant fact 
puts into motion various pressures upon all competitors 
in the market to render their business profitable. 

Under such circumstances, 
they are compelled by constant revision of production, 
manufacturing, transportation, marketing and distribu- 
tion methods to reduce costs, to expand their markets 
and thus bring their operations into a condition where 
they can profitably operate at the existing price level 
established by the lowest price selier in the market. 

In other words, the lowest price seller in the market, 
no matter from what source he derives his ability to 
price at the level established, builds a price canopy 
under which all marketers must get if they are to sur- 
vive. Thus the race for gallonage, instead of being a 
competitive struggle without profit in mind becomes, in 
fact, a competitive struggle to satisfy the wants of 


more and more people, while at the same time maintaine 


ing business profitableness. 
It seems peryfectiy patent 
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from this analysis that one of the most important 
functinns of the competitive System is to assist in 
price making. We shall hereafter demonstrate that a 
faithful performance of that function has resulted in 
the creation of social values of conse quences 

wAJOR LIPSETT: Now when you apply that 
principle a little further, hir. Ray, when you apply 
that principle a little further, the competitive system, 
why does that not insure that your Canadian company can 
buy its products at the same price as other jobbers can 
buy comparable products. 

Mike RAY; I think we might. I think 


we might. 


MAJOR LIPSiTT;: I mean from your own sup- 
plier. 
liRe RAY: Yeatl think we could.* = 


have an idea that we could. 


MAJOR LIPSETT: That has not been the case 


of your company so far as we have heard. 


MR. RAY: Well we make some purchases 


in this market and if I remember we bought at about the 
same as the others, have we not, that is ny understanding. 


MAJOR LIPSET?: JjelL the evidence that we 


have, perhaps ycu will look into it and correot me 1f I 
am wrong, is that your market ing company here in Canada 


a Zécent spread or thereabouts 


against a spread of 6 or ” cents that other jobbers are 


able to ouy at from their refining companies or suppliers, 


whatever they may be- 


jell now does that include 
MR. RAY: | 
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the gasoline we buy in this market. 
MAJOR LIPSET?; I understand that the 


gasoline you buy is bought from your own company. 


MRe RAY: Yes. 

MAJOR LIPSETT;: In the States? 

MR. RAY: Yese 

MAJOR LIPSiT?; And arrives here at a 


price which gives you only a 34 cent spread. 


MRe FRAWLEY: Sele 

MR.» RAY Below the tank waggon 
price. 

Mi. EPRAWLEY: The normal tank waggon. 
MR. RAY: YeSe 

MAJOR LIPSETT; and that your refining 


competitors in this ProVince are selling at such a price 
that they are able to get a spread of around 6 or 7 cents. 
MR. FAY: And the question you put to 
me is whether or not we should not be able to buy at that 
same price and contract at that same spread. 

MAJOR LIPSETT: JelLl the question I am putt» 
ing to you is this, that if you are correct in your view 


as to coOmpetition-~-~-~ 


MRe RAY: Bee 


MAJOR LIPSETT: You should be able to buy 


from your American company at around 2 to 4 cents less 


than you are buying at present. 


MRe RAY: Not at all. 


MAJOR LIPSETT?: If competition is effect= 


ive. 
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MRe RAY: Not at all, no, now here, 
you dco not want to forget, iajor, that when you run into that 
fact, you are running into an araificial as compared 
with a natural element. You take one of the factors of 
competition right out of the picture the minute that you 
impose, that you have a law that says, and this is an 
artificial restraint, it says in respect of other con+ 
sidevations, you must not sell re less than what te find 
to be a fact of the home market value. Now if, if, as a 
matter of faet the home market value can be demonstrated 
to be as low as the home market value in Calgary cr Sun- 
burst as against Calgary, it does not necessarily follow 
that it is, well and good, but you have another artificial 
factor to deal with because the Customs Authorities say "We 
are not going tc take into account any inter-company 
transactions in the determination of the fair market 
value.» We will not do that." Now so they say this and 
this is what they are trying to do, and now here we have 
this very important conflict; in your mind you want us to 
buy from our, Texas Canada to buy from Texas Delaware for 
less and that is a direct conflict with the wishes of the 
Dominion. The Dominion says "You buy for ~ plus, we do 
not care how much, but the very minute you buy For xX 
minus you are going to pay a dumping duty." Do you see 


that conflict? Now that is just one of the things we are 


hooked on, we are impinged ycu might say on @ rail over 


here and that of course is the purpose of the tariff law 
but it does interject artificiality into the competitive 


situation. 
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MAJOR LIPSET?: | But I was trying to test 
the theory of competition, not so much as tariff, the 
theory you have been putting to us, as I gather, is that 


competition forces the price, the price of the lowest 


seller. 
ie KAY ¢ That is Might. 
idA JOR LIPSETT: Them Lf that is true tne 


effect of the tariff should be to force your American 
cempany tu sell at this 6 cent margin plus the tariff; 

in other words it would reduce the price the otler cent 

or a Cent and a half. 

MRe RAY: Now here is the difficulty, 
Major, in your reasoning as I see it. You are taking 
Calgary and applying .the conditions existing here in the 
market at Sunburst; now you do have, in a competitive 
market, just two things operating in it, the lowest price 
seller in Calgary will establish the price in this market; 
the lowest price seller in Sunburst will establish the 


price in that market but they are not exactly going te be 


the same price. 
MAJOR LIPSETT: But what I was tryinge--- 


ine RAY? It does not follow, it just 


does not work out that way. 


igdJOR LIPSETT: But what I am trying to ap- 


ply is the competitive theory as I see you putting it 
forward, to the position of the Texas of Delaware on the 
’ 


one hand and companies like the British American and 


Imperial as refiners on the other. If competition is cor- 


rect, shoula it not bring the price to the Texas Company 
: « 
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of Delaware, if it is going into this market at all, 

down to the level of the Imperial Refinery price and the 

Be Ae Refinery price. 

MR. RAY: No, because the points of 

Sale are different and that is Just my point. The point 

Of sale for the B. A. and these others is Calgary; the 

point of sale for Texas Delaware is Sunburst. 

mAJOR LIPSETT; Yes. 

Whe RAY: And at thinks Pt vo ti dama, 

have this artificial faetor, the tariff, that there would 

be a lot to what you say» I think it would work out 

pretty much that way but we cannot, we cannot go to the Cus- 

toms Authorities and get away with it, in evidence ,of 
sales which we make, inter-company transactions which 

we make at Sunburst as evidence of that home market value. 

There is no other refinery there, so they are confronted 

with a very difficult situation and under those circum 

stances they are not going to fix that price lower than 

the possible low market value. They are going to fix it 


higher and then let us fight it out. 

We have to go through all 
kinds of discussions with the Tariff Board in an effort 
to arrive at some kind of an equitable arrangement respect- 
ing home market over there and as Mr. Frawley suggested 
yesterday, we may go into that further. If we do it is 
worne. to be. our effort all the way down the line to 
establish a lower home market value at Sunburst so that 
we gan gell to this company over here at a less price 


without getting a dumping duty of 4 or 5 cents imposed on 


top of the price at which we do sell. 
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MAJOR LIPSET?: I supoose you say that the 
threat of the dumping duty creates an artificial sit- 
uation somewhere that prevents the ordinary theory of 
comipetitive competition from having its ordinary effect. 
MRe RAY: That is right, you just 
take this into accuunt, supposing we do sell at less 
than we do sell now; the Tariff Board says we must sell 
at she precise pricus which now exist so what happers, 
the first thing they would do would be to impose a dump- 
ing duty and immediately our laid-down price in Calgary 
would be increased by 3 cents, is that not correct, ir. 


Frawley, in that neighbourhood? 


liite FRAWLIY: “hey woulc impose a dumping 
qduty. 
MR. RAY: Instead of paying 9 cents 


we would be paying 12 and instead of losing just 1/37 of 
a cent a gallon we would be losing 4/37 of a cent a gal+ 


lon and that is the way it works out. 


MR» FRAWLAY: I should now like to turn my 


Sate o 


attention to the subject of performance of the competitive 


system. 


THER CHATHMAN: ag we frequently asked lLir. 


Nolan, we ask you, mr. Ray, to let us know when you want a 


recesss 


MRe RAY: I think it would be all 
¥. e (Sars 
right now, because I am beginning another subject and I am 


a little tired- Thank you very muche 


(A recess of five minutes was here taken) 
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MR. RaY: How long would you like to 
proceed this evening. I can go just as long as you like 
but I would like to stop ata point, if you will give me 
Some indication of time. 

THE CHAIRMAN: How long, Mr. Ray - and we do 
not want to hurry you, because we are very interested in what 
you az>e putting before us - but can you give us a rough 
estimate of how long it will probably take you, without 
leaving anything out? 

MR. RAY: Et think, I ought to finish 
certainly by to-morrow noon. TI would hate not to. Now, that 
is all going to depend on our own questioms back and forth 
and-there are spots here, I think, that might raise some 
Guestions in your mind. But I think we ought to finish by 
to-morrow noon. I will try to do it sooner than to-morrow 
noon. 

THE CHATRMAN: As long as you think you can 
finish by to-morrow noon I see no reason for sitting longer 
tens toe usual: hours, Mr. Rey. . We,rise at, four, as)’ a rule, 
and we will sit a little after to-day. 

MR. RAY: ALL right. “hen you want to 
rise just give me the signal and I will come to a stopping 
place quickly. T want to talk for a moment about the 
performance of the competitive systen. 

THE CHAIRMAN: We do not think long hours 
serve a very useful purpose when we are trying to follow 
what is being said. 

MR. RAY: I agree. Gasoline prices 

in effect in the United States, in the. Dominion of Canada 
Alberta fer the past several years have constantly 


and in 


trended downward although fluctuating upward and downward 
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for short periods from time to time. 

This downward trend has been 
accomplished in spite of constantly increasing direct taxes. 

Indices of gasoline prices, 
both inciusive and exclusive of tax, in effect: in the 
United States, Canada and alberta, on the whole compare 
favorably with the indices of the cost of living and each item 
(food, clothing, housing, fuel and light and sundries) 
involved in the cost of living. OF course, the industry's 
price index with the tax added does not compare so favorably 
as the gasoline price index with the tax excluded. In other 
words, the industry's performance standing alone has been a 
better performance than has the performance with taxes 
assessed by government added. The facts reflected however, 
bring to light forcibly three conclusions: (1) that 
gasoline relatively nas been and is among the cheapest of 
the necessities of living, (2) that direct taxes on gasoline 
sales in @ large measure have been responsible for the fact 
that consumers have had to pay more for gasoline than industry 
operating without the impediments imposed by government wuld 
have had to charge, and (3) that if the people seriously wish 
reduction of the price they pay for gasoline they can 
promptly get results by insisting upon a reduction of an 
excessive tax. 
THE CHAIRMAN: Right there, have you anything 
to say about discrimination in taxation? 
MR. RAY: I get to the point under the 
discussion later of the reasonableness of the existing price 
I am going to talk a Little more about price. 


and then 


THE CHAIRMAN: IT am talking about the 


difference in taxation which obtains for people who are 
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G. W. Ray. Tes ee 
farmers and people who are not. Do yau deal with that? 
mas. RAY: 


lo, I had not deals with that. 
Of course, I can see some tremendous problems in a thing of 
that kind. Our agriculture has been in such a distressing 
condition since the last war or Shortly thereafter. 

THE CHAIRMAN: That is the situation in your 


Own country. You have, I take it, a farmer problem there 


as here, 
MR. RAY: Gh yes, a very serious one. 
THE CHAIRMaN: Are there any favours to them 


put upon your industry over there. I Say your industry, 

or the consumers of the product? 

MR. RAY: Industry generally and the 
petroleum industry in particular have to shoulder a great 
bulk of the taxes in America. 

THE CHAIRMAN: To be concrete, we have here 
a tax on gasoline. In the end the farmer pays 1 cent tax 
and the consumer other than the farmer pays a very different 
tax, as you know. Have you au submission to mare about that. 
If you are coming to it do not let me stop you now. 

MR. RAY: No, I was not going to, but 
I see the point you are trying to m&ke in respect to the 
gasoline tax and that is these farmers get the break. That 
is true in many States in the United States. A great many 


of them, particularly with products used on the farm, they 


are in some instances not taxable or in most all instances not 


taxable as much. Now, I think that is due to two causes. 
One is the effort to assist the farmer as much as possible 
by giving him tax exemptions and to,in that way,help to 


ameliorate his distress and also to cause others than the 
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agricultural element in our scciety to assume a larger 
burden of the costs of government, on the theory that 
agriculture for the moment ig in a distressed condition, 
and that other industry, while in not so good a condition 
is in a better relative condition and that on the theory too 
that he who can should pay. Now, I am not prepared to say 
whether that is sound or unsound. I think it is an effort 
to take into account the facts as we find them. | 
THE CHAirMAN: That is one theory of taxation, 
of course, and that is to tax those who can pay but surely 
this sales tax is something different. They are getting 
at, as you have pointed out, the fellow who cannot pay. 
It is the man who is earning little who is ccnsuming the 
gasoline. | 
MR. RAY: 78%, and they have not taken 
that into account in their generalized plan of taxation. 
They have said the farmers are distressed, but it does not 
say anything about the 78% cther than the farmer element in 
that 78% who do not have even sufficient income to be required 
to file an income tax return. It is not a sensible system 
cf taxation. 
THE CHAIRMAN: Taxing those who can pag. 
You could understand their saying "Well, we will go at the 
industry itself." But that is not what happens. It is a 


seles tax. Not that the industry is not paying enough. 


MR. RAY: We are just in between, 

THE CHAIRMAN: You may be getting hurt by 
the consumers taking less of your or oduct. It is a sales 
tax applicable to people who are in the low bracket of money 


earning. 


r tee Cae 


v4 
out 


‘i ee ra ae as {+4 
x pr SSeS A ee 
es \é eee siete he rs ‘i 
oo : ; f st 


ae 


by # ba 


Lule Saat Tha 


hr 
oen 


-16,068- 


Ge. Rh AY. 

MR. RAY: That is right. 

THE OHAIR MAN: But applicable only to some 
of them. 

MR. RAY: thet “is rient.: It ene pe 
sensible system. ‘i do not think we have ever taken this 


thing apart and looked at it sufficiently. Now, we are 
beginning to see what this gasoline market is and the tax 
Situation is one of the most serious that we have to deal 
with. I think something definitely has got to be done. 

THE CHAIRMAN: f have been more or less 
coaxing for a submission on the subject of taxation during 
this Inquiry and I have had very little assistance as yet 
from anyone. 

MR. HAY: I ¢@an see the: thing, that a5 
bothering you and I am going to talk about that to some 
extent, and that is the problem that you have just raised is 
one that I think I can treat inéidentally as we hit that 

part of our talk. 

THE CHAIRMAN: < VS eters 

MR. RAY: Tarough tue aden Los oF 
inprovec techniques much waste, unavoidable before the 
discovery and adoption of the new methods, has been eliminated. 
In this connection it is significant that the improv?ment in 
the gasoline yields from crude charged to stills has been a 
definite contribution to the conservation of crude petroleum. 
Through other media, coordinated performance has been improved 
and many units of industry have integrated their operations 

to ose all functions of the petroleum industry. Through 
integration both by ownership and by contract these units have 


been able to so coordinate their operations as to keep more 
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in balance their prcducing and manufecturing operations to 
meet market demand. As a consequence, economic wastes resulting 
from the imbalance of supply and demand have been lessened. 

Costs are of two kinds; 
jurisdictional and non-jurisdictional. Jurisdictional costs 
are those over which the operator has some measure of control. 
These are such costs as the operator by his performance can 
eithsr increase or decrease. Non-jurisdictional costs are 
those costs involved in an operation over which the operator 
has no control. Costs of this character are taxes, freight, 
tariffs, and, in the case of Texas Canada, the laid down cost 
to it of the gasoline sold to it by Texas (Delaware. ) 

The largest itemcof nen- 
jurisdictional costs is the tax imposed upon each gallon of 
gasoline sold by the seller. Taxes in recent years have 
increased at a rapid rate. In the Unitec States indirect 
taxes paid by Texas have risen Cron approximately ten million 
dollars to appreximately 17,500,000 from 1928 to 1937, By 
including gasoline and lubricant taxes the increase has bea 
from approximatcly 32,000,000 to approximately $103,500,090. 

In Alberta and the Dominion 
tax increases have likewise been tremendous. 

Moter fuel taxes paid by Texas 
Canada to the Province of Alberta have risen from $84,540 
71950 40, $525,291. in 1938. Of course, a part of the 
increase in direct sales taxes has been due to increased 
volume of sales, but the unit tax has also increased from 
2¢ per gallon in 1928 wo 7¢ per gallon in 1938, 

The tax item included jin 


non-jurisdictional costs ras trended upward and yet the trend 
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in the net laid down cost of gasoline to Texas Oanada has 


been downward. 


Texas Canadats jurisdictional 
costs have trended downvarad even more YapiaeLy, 

The earnings of the petroleum 
industry in the United States have been moderate. 

ie€t us assume tht all the 
activities of the industry except the selling of gasoline 
function in such a way that the industry hreaks even or those 
activities, This assumption allocates all profits or losses 
of the petroleum industry to gasoline. We know the demand 
on the industry in the United States for gasoline and have a 
tabulation of the earnings of the industry for a period from 
1930 through 1937. By dividing the total gasoline demand 
into the earnings we find that the earnings in the United 
States per U. S&S. gallon average for the period less than one 
cent per gallon. 

Texas for its world-wide 
aetivitiem performed likewise, bettering the industryis 
performance by one one-hundredth of one cent. 

Texas Canada has not enjoyed 
this success. It hus lost money largely because it is a 
new-comer in the market and has had to overcome tariff 
disadvan tages. Its prospects, however, look bright. Texas 
Canada eesviceina a way to overcome the disadvantages - 4 task 
of large proportions but one it will accomplish unless further 
impeded by unwise government regulation. 

When earnings are compared with 
taxes, it appears that the governments of the worlc have 


obtained five times more from the operation of Texas than 
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Texas and its subsidiaries have earned. 

Using the same method of 
computation, we find that taxes are substantially more then 
total payrolls, although the petroleum industry has paid 
and now pays the highest wages of any industry. Texast 
average earnings from 1930 to 1937 were .91 cents per gallon. 
Its average payroll per gallon was 2.84 cents, while taxes 
reached the staggering figure of 4.36 cents, 

Now, I think here is a good 
point to discuss the phase of the question you raised. Here 
is a situation where the customers of the se troleum industry 
through the price they pay, made up of all its component 
parts, including taxes, actually aré subsidizing the 
government in this Province to the extent of one-third of its 
entire revenue. That is a fact we know. 

TH: CHATRMAN: In this Provime? 
MR. RAY: That is true. One-third of 


the total revenue. I: that not correct from those figures 


you gave me. I am sure it is true. 
MR. FRAWLEY: 55 cents’ out of every dollar, 
MR. RaY: Yes, comes from gasoline taxatian. 


I have those figures tere. Gasoline taxes and automobile 
licences. It is the total revenue that the motorist must pay. 


He contributes one-third o? the government expense. 
THE CHAIRMAN: To the government in revenue? 


MR. Ray: Yes, one-third of the entire 


government revenue comes from the motorist in this Provirme. 


One-third of the total. ‘hese people, 78% of whom are poor, 


you might say, are carrying a burden of one-third of the 


government expense in this Province. Now, looking at it in 


pays is yieldi to the 
anotlter way. The customer in what he pay 5 ng 
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government an earning on the industry's operations of 
approximately 4-1/3 cents averaged throughout the entire 
territory in which Texag does business. In this Province 
it is about 8 cents or more. 4 total of 8 cents guaranteed 
to this Government that this industry in its  perations wi 11 
extract from the consumers and then pass on to the Government 
of this Province. in excess of 8 cents on every gallon of 
gasoline that this industry markets in this area. 
MR. FRAWLEY: So I will understand, you mean 
the 7 cents Provincial gasoline tax and 1 cent which represents 
the direct taxes on the marketers and refinera in the way of 
property taxes, etca.? 
WR. RAY: That is right, the various 
other taxes, whatever they happen to be, will add up to more 
than 8 cents. No implication is intended. The compary 
earnings have been maintained in fair weather and foul. 
The petroleum industry, like every industry, has been affected 
by eC€conomic disturbances. For cxamplé, it was:shaken to its 


very foundation by the world-wide depression inaugurated in 


1929 ----- 
MR. COMMUSSIONER LIPSET?: I am sorry for interrupting 
you, but just to get that figure corrext. Mr. Frawley 


put it to you that 7 cents of the sales tax, plus 1 cent---- 


MR. RAY: It is a Iittle more tha that, 


as I recall it. 
MR. COMMISSIONER LIPSETT: Do you say the tax amounts to 


4.36 cents ver gallon and there is really an average that-the 


7 eents boils down to? 


MR. RAY: No, this was what I was doing 


there. That was the general average throughout the entire 


. . nies . . 
section of the world in which +exas Corporation or its 
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Subsidiaries operate. That average of 4.56 cents on each 

gallon of gasoline it markets ig only about half as high as 

it is in this Province, you sec. 

MR. COMMISSIONER LIPST?: Is that correct. This is just 

to get it accurate. 

MR. RaY: Voss 

MR. COMMISSIONER LIPSETT: We do know that while the sales 
tax is 7 cents yet in the case of farmers they only pay l cent, 
which, of course, makes it away below the 7 cents on an average, 
per ‘gal lon. 

MR. RAY: That is true. 

TH": CHATRMAN: But you say, taking the gituation 
ees in this Province, as I understand you, Sstiily we are 
paying one-third of the total government revenue? 

MR. RAY: That is cnrrect. I have those 
figures. 

THE CHAIRMAN: faking the figures as they are, 
with the farmer paying only 1 cent. 

MR. RAY: That is right. 

MR. FRAWLEY: That is motor car licences 


ang So on. 


MR. RAY: that is motorists! costs. 
MR. FRAWLEY: Tat is not the gasoline buyer. 
MR. RaY: Well, the motorist is a gasoline 


buyer. That is the motorist's share of the Governmental 
expensc. 

THa CHAIRMAN: That is, you gay over and above 
that 7 certs you pay another 1 cent in income, property tax 


and soon. The industry does. 


MR. RAY: That is right. That las to be 
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G. W. Ray. 

reflected in the price. In fair weather it is reflected in 
the price. In foul weather it couwes ont of the’ suxp lid. 


THE OHAIRMAN: At some time every consumer 


has to pay that too? 


MR. RAY: That igs true, to average up. 
THE CHAIRMAN: It provides the Government 


with a revenue of more than one-third, does it? 

MR. RAY: AS it actually turns owt, the 
figure is about one-third. 
THE CHATRMAN: Is it included in the one-third, 
that is the axtra cent? 

MR. RAY: Yes, the total is one-third, 
taking all the taxes imposed on the motorist, it yields a 


revenue equivalent to one-third of the revenue expended by 


the State. 

THE CHATRMAN: That is the motorist? 

MR. RAY: Yes. 

THe CHAIRMAN: and do I understand you that 


over and above that ene—-third----- 


MR. RAY; No, indeeg, it is in the one- 
third. 

THE OHATRMAN: That 1 cent is in the one-third? 
Mie) RAY? Yes. 

MR. FRALEY: That is your income tax, or 


the Texas Gompany property tax? | 
MR. COMMISSIONER LIPSETT: That is included in the one- 
third of the revenue he pays to the Government? 


TE OHATRMAN: | I understood the opposite of 


that. 


MR. FRAWLEY: Yes, I did not understand that. 


MR. RAY: I am sorry, mr. Ohairman, but 
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G . W. Hay. 


I am going to turn to that point and get these figures 
precisely accurate. 
THE CHAIRMAN; I suggest to you, sir. Ray, 


that-overnight you sort this out and it will be of some help 


to us. 
MR. RAY: Yes, we have it here. 
THE CHAIRMAN: I think we will rise and start 


et ten O'clock., Mr. Ray, and give you an extra half hour 
inthe morning, and in the meantime you can think about that 
overnight. it is a rather interesting point. 


MR. RAY: Thank you very much. 


(At this stage the Hearing was sd journed werd 10200 A, iM: 
"th December, 1939.) 
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